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How Much Government Spending in the 1960’s? by Robert J. Lampman. 


A look at the present suggests that government expenditures always rise, not only 
absolutely, but as a share of national income. Is this trend likely to continue through 
the 1960’s? What are the critical factors in the determination of the relative im- 
portance of government expenditures? The best studies that have been made project 
a level of total government spending at or near the present share of national income, 
32 percent, through the sixties. Rising importance of state and local government 
spending will be offset by falls in the importance of federal government spending. 
Three reasons for increased spending by governments are explored. These are the 
productivity lag of the public sector, population increase, and rising standards for 
the public sector. These reasons are most clearly operative in programs where state 
and local governments are most important. This means that these governments will 
tend to be under continuing pressure to find additional sources and forms of revenue 
during the 1960's. 

Mr. Lampman is professor of economics and a Ford Faculty Fellow at the University 
of Wisconsin. He formerly taught at the University of Washington and at the American 
University of Beirut. His publications include Changes in the Share of Wealth Held by 


Top Wealth-Holders, The Low Income Population and Economic Growth, and articles on 
labor economics, social security, and income distribution. 


Industrial Relations for the Next Generation, by Solomon B. Levine and Bernard 
Karsh. 

The next generation will see a “revolution” in labor-management relations as 
profound as the present generation has experienced. Changes in labor force com- 
position, automation, and innovations in management organization and decision- 
making techniques are three basic forces already at work which forebode funda- 
mental alteration of the trade union movement, collective bargaining processes and 
issues, and the role of government in the industrial relations system. White-collar 
workers will embrace unionism; large-scale “process” unons will begin to displace 
traditional craft and industrial union structures. A new collective bargaining ap- 
paratus will emerge that will deal with broad and thorny issues. Labor-management 
relations will become a major focal point for the choice of values in a highly 
industrialized economy and a pluralistic political system. 


Mr. Levine is professor of labor and industrial relations in the Institute of Labor and 
Industrial Relations of the University of Illinois. During 1953-54 he was a Fulbright and 
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Ford Foundation Research Fellow in Japan, and in 1959 he went again to Japan as a 
Fulbright lecturer and a Ford Foundation consultant. He is the author of Industrial Rela- 
tions in Postwar Japan and has written articles on collective bargaining and technological 
change; wage, price, and employment relationships; and labor in postwar Japan. 

Mr. Karsh is associate professor of sociology in the Institute of Labor and Industrial 
Relations and the College of Liberal Arts and Sciences, University of Illinois. He was a 
Fulbright lecturer in Japan, 1960-61. He is the author of Diary of a Strike; his other publi- 
cations include articles on automation, why workers join unions, and democracy in unions. 


Instalment Credit in the Affluent Society, by Donald F. Blankertz. 


Instalment credit has played an important role in the rapid growth and great 
diffusion of ownership of automobiles and other consumer durables, but its contri- 
butions are seldom noted. More often, concern is expressed about the growing 
indebtedness of the consumer. Oddly, says the author, the traditional viewpoints 
on the subject are found in an otherwise untraditional book, Galbraith’s Affluent 
Society. Support for such viewpoints, it is suggested, may be due to a lack of 
understanding of the function of marketing in a modern, affluent economy. Use of 
instalment credit is an effective means of reducing the disparity between income and 
need over the life cycle of a family and the disparity between purchase and use 
imposed by technology, and we need to give more recognition to the fact. “The 
instrument of instalment credit when viewed socially is eminently respectable.” 

Mr. Blankertz is vice-dean of the Wharton School of Finance and Commerce, director 
of the Wharton Graduate Division, and professor of marketing. He is a former member of 
the faculty of Indiana University, and during the second World War he served on the 
research staff of the War Production Board. He is co-author of Cases and Problems in 
Marketing Research and has also written books on marketing cooperatives and retail 
advertising. 


University Education for Business, by John Philip Wernette. 


After briefly comparing the place occupied by business education in the United 
States and in Europe, this article examines the conclusions of books by F. C. Pierson 
and others (The Education of American Businessmen) and by R. A. Gordon and 
J. E. Howell (Higher Education for Business). It notes the heterogeneity of Amer- 
ican business schools and the range of differences in their educational programs. 
“This condition means that it is difficult if not impossible to present general state- 
ments or conclusions of central tendencies . . . that are really significant.” For this 
reason, it is suggested, some of the generalizations of the books are inappropriate or 
misleading. The article goes on to discuss past and current fashions and fads in 
business education, cautioning against their blanket and uncritical acceptance. The 
author considers the functions of the business executive, the qualities he needs, and 
the education appropriate for developing these qualities, and concludes that sub- 
stantial and careful research is still needed. 

Mr. Wernette is professor of business administration at the University of Michigan. 
He was formerly a member of the faculties of the University of Southern California and of 
Harvard University, and president of the University of New Mexico. During World War II, 


he served with the Office of Price Administration and the Procurement Policy Board. He is 
the author of numerous works, his latest book being The Future of American Prosperity. 
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Overproduction, Underconsumption, Et Hoc Genus Omne, by M. Bronfenbrenner. 

The current letdown in the level of economic activity, like previous letdowns, has 
been variously attributed to “overproduction,” “underconsumption,” “oversaving,” 
“overinvestment,” and so on. The resulting confusion, writes the author, has played 
a prominent part in discrediting modern economics with the man in the street. The 
public tends to write off economics as “unintelligible gabble” and economists as “a 
gaggle of geese.” This essay seeks to reduce long-standing obscurities in the terminol- 
ogy of business-cycle theory by suggesting more precise definitions. At the same time, 
it tries to avoid too much conflict with actual workaday usage. The concluding para- 
graphs compare the Keynesian underconsumption explanation of cyclical downturns 
with the Marxian overproduction explanation, distinguishing the differences between 
them in approach and emphasis. 

Mr. Bronfenbrenner is professor of economics at the University of Minnesota. He has 
also taught at the University of Wisconsin and Michigan State University and was formeriy 
a financial economist with the Federal Reserve Bank of Chicago. He has also served as a 
tax economist with the Supreme Commander for the Allied Powers in Tokyo and as a 
consultant to the Economic Commission for Asia and the Far East. He has written articles 
on macroeconomic wage theory, profit theory, Japanese economic problems, and general 
economic developments. 


Professional Womanpower as a National Resource, by John B. Parrish. 

Increasing participation of women in low- to medium-ski!l work has been given 
widespread recognition. What of their participation in top-level work so essential 
for economic growth and scientific leadership? Since the mid-1930’s, women’s 
position in the nation’s intellectual force has declined relative to that of men and in 
absolute terms has hardly kept up with population growth. Ironically, women’s 
regression has been associated with rising real income and expanding employment 
opportunities which have contributed to earlier marriage and a rising marriage rate. 
Can a free and affluent society reverse the decline? Probably — provided we broaden 
our educational philosophy and experiment with new institutional devices. Colleges 
and universities must take the lead. 

Mr. Parrish is professor of economics at the University of Illinois. He was formerly a 
regional director of the United States Bureau of Labor Statistics and principal economist 
with the National War Labor Board. He is co-author of The Labor Problems of American 
Society, and has written articles on changes in the nation’s labor supply during the Depres- 
sion, women in the nation’s labor market, and the impact of World War II on internal wage 
rate structures. 


Exchange Devaluation and Interpenetration Within the European Coal and Steel 
Community, by Thomas J. Leary. 

How much invasion or interpenetration of markets is likely to occur within the 
European Coal and Steel Community as a result of exchange devaluation? The 
question is important in terms of the future of the ECSC. It is also related to the 
larger issue of whether the ECSC is to become a community integrated along 
economic lines or whether political considerations will dominate in the division of 
intra~-Community markets. After examining the effects of two recent devaluations 
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by France, the author concludes that devaluation will not seriously disrupt steel- 
marketing patterns in the long run. This is so essentially because of locational, 
structural, and cyclical factors and because of the price-setting policies of the firms 
within the Schuman Community. Any devaluation impact will be a short-run effect 
and will occur only in the special case of a generally depressed market for steel. 


Mr. Leary is assistant professor of economics at Northeastern University. 


The Outlook for Interest Rates, by James J]. O’Leary. 

The author traces the upward trend of interest rates since the end of World War 
II and discusses in detail the movement of interest rates in 1960. He concludes that 
long-term interest rates are likely to decline moderately through the spring of 1961 
and then to rise again moderately. The argument is made that during the decade 
of the 1960’s demands for capital funds will press against the supply of savings and 
that long-term interest rates will be firm at about the levels reached in 1959. 


Mr. O'Leary is director of economic research for the Life Insurance Association of 
America. He also serves as staff adviser to the life insurance business’ Committee on 
Economic Policy and Committee on Housing and Mortgage Lending Policy. He is a past 
president of the American Finance Association and was formerly a member of the facul- 
ties of Wesleyan University and Duke University, economic consultant to the Connecticut 
General Life Insurance Company, and director of research for the Committee on Public 
Debt Policy. 











How Much Government Spending in the 1960’s? 


Robert J. Lampman' 


One of the liveliest issues in the election 
year of 1960 was that of the level of 
public spending. While this is a perennial 
topic for discussion, and appropriately so, 
there are several reasons for the great 
public interest in the topic. One is the 
fact that public expenditures are a higher 
share of national income, 32 percent, than 
they have been at almost any time in our 
history. A second is that on every side one 
hears of unmet present needs and sharply 
rising demands for future expenditures in 
such vital public fields as education, urban 
redevelopment, health, and _ highways. 
These two are related in what seems to 
many a curious paradox, that even with 
taxes at high levels, many knowledgeable 
critics, including economists, have asserted 
that the public sector of our economy is 
in relative poverty while affluence is char- 
acteristic of the private sector. 

This paradox is associated with two ex- 
treme counsels of despair. On the one 
hand, some proponents of higher public 
spending in future years have despaired 
of getting the greater tax revenues by tra- 








*The author is appreciative of helpful com- 
ments by H. M. Groves, A. J. Heins, Dick Net- 
zer, and Clara Penniman. He also acknowledges 
the value of numerous responses to his unpub- 
lished paper on “The Extent and Composition 
of the Public Sector in the Sixties,” which was 
read at the Minneapolis meeting of the Midwest 
Economic Association in April, 1960. 


ditional methods and have called for rad- 
ical changes in federal, state, or local tax 
policy. On the other hand, those who 
start their inquiry from the position that 


present taxes are unbearably high are 


likely to despair of ever keeping tax rates 
from running on up to levels that will be 
incompatible with free enterprise, with 
progress, or with monetary stability. 

This paper is concerned with some, but 
not all of the factual issues involved in the 
debate about public spending. It seeks to 
illuminate the general question by seek- 
ing answers to the following specific ques- 
tions: (1) What has happened to the 
governmental share in national income in 
the past? (2) What projections of public 
spending have been made for the 1960's? 
(3) What are the reasons why public ex- 
penditures may be expected to increase? 
(4) What do these increases mean for tax 
policy in this decade? 


A look backward suggests that the gov- 
ernment share in the American economy 
seldom falls and frequently rises (see 
Table 1). The net result has been a 
gradual upward drift over the decades, 
from 9 percent before World War I to 
13 percent in the 1920’s, 25 percent in the 
1930’s, 28 percent in 1950, and 33 percent 
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Table 1 


QUARTERLY REVIEW OF ECONOMICS AND BUSINESS 


TOTAL GOVERNMENT EXPENDITURES EXPRESSED AS A PERCENTAGE OF NATIONAL INCOME, SELECTED YEARS, 1914-59 





Government expenditure 


National income 


Expenditures as a percentage 








Year (Billions of dollars) of national income 
1914 3.1 33.3 9.2 
1919 22.1 68.3 32.4 
1924 9.7 72.1 13.4 
1929 11.3 87.4 13.0 
1934 14.6 48.6 + 30.0 
1939 17.0 72.6 23.4 
1944 103.1 183.8 56.1 
1947 44.0 198.7 22.2 
1949 59.7 216.8 27.5 
1951 79.4 241.9 32.8 
1953 102.0 305 .6 33.4 
1955 98.6 330.2 30.0 
1957 114.5 364.0 31.4 
1958 124.5 367 .7 33.8 
1959 131.6 399 .6 32.9 
1960 135.6 415.0 32.6 





“Government Expenditures and Their Significance for the Economy,’’ Chap. 5 in Kenyon 


Sources: John F. Due, 
E. Poole (ed.), Fiscal Policies and the American Economy (New York: 


Prentice-Hall, 1951), Table 18, p. 221; Eco- 


nomic Report of the President, January, 1959, Table D-6; and Economic Indicators, 1960 issues. 


in 1960. The only periods in which the 
government share has dropped are those 
in which sharp reductions of national de- 
fense spending occurred or in which there 
was recovery from depression. 

The importance of government has risen 
according to other measures also. Solomon 
Fabricant points out that not only has the 
share of spending done by governments 
gone up over three times since 1900, but 
also the percentage of the nation’s wealth 
in the hands of governments (now 20 
percent)? is about three times the earlier 
proportion. 

In every decade government employ- 
ment has mounted more rapidly than pri- 
vate employment. The percentage of the 
labor force employed by federal, state, and 
local governments today is four times 
what it was at the close of the nineteenth 
century. This trend is apparent even if 





* Excluding military assets, the share of gov- 
ernment in 1958 was 14 percent. Of the 14 
percent over half was owned by state and local 
governments. 


we leave out national defense outlays and 
employment. Nondefense government 
work employed 3.5 percent of the nation’s 
total labor force sixty years ago; today the 
percentage is 8.5. Transfer and govern- 
ment interest payments are now $1 out of 
every $12 of personal income, whereas in 
1900 they were perhaps $1 out of every 
$75.* 

In the last decade national defense 
expenditures were tripled and both non- 
defense purchases and transfers were ap- 
proximately doubled (see Table 2). It is 
notable that even though national defense 
expenditures were stable through the 
post-Korean period, total government 
spending rose sharply. 


It is a truism that how the government 
share will move in the future depends on 
both the rate of growth of national income 





* National Bureau of Economic Research, 
35th Annual Report (New York: 1955). 








Table 2 
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GOVERNMENT EXPENDITURES IN THE NATIONAL INCOME ACCOUNTS, SELECTED YEARS, 1929-59 


(Billions of dollars) 














1929 1947 1950 1953 1957 1958 1959 1960 
Purchases 8.5 28.4 39.0 82.8 85.7 91.2 97.1 98.6 
National defense .6 10.2 14.1 49.0 43.9 44.0 46.0 44.7 
Other 7.8 18.1 24.8 33.9 41.8 47.2 51.1 53.9 
Transfer payments, in- 
terest, and subsidies ‘7 15.4 22.1 19.2 28.8 33.3 34.5 37.0 
Total expenditures 10.2 43.8 61.1 102.0 114.5 124.5 131.6 135.6 
Sources: For 1929-59, U.S. Department of Commerce, U.S. Income and Output (Washington: 1958), Table 2, 


p. 6; for 1959 and 1960, Economic Indicators. 


and the rate of growth of government 
spending. It is also true that government 
spending, borrowing, and taxing are them- 
selves determinants of national income, 
and vice versa, but it would seem neces- 
sary to start somewhere in the chain of 
causation. 

The National Planning Association‘ es- 
timates an average annual rate of growth 
in gross national product (GNP) of 4.2 
percent, which would yield a better than 
50 percent increase in GNP by 1970 — 
from $500 billion now to $790 billion by 
1970. This estimate is based on a pro- 
jected increase of 1.5 percent a year in the 
civilian labor force and an increase of 3.3 
percent a year in output per man-hour. 

Others have estimated that GNP will 
increase at rates as low as 3 percent a year 
(the average for 1900-50); still others 
have suggested it might or should go as 
high as 6 percent a year. The 4.2 percent 
rate would seem to be a reasonable one 
with which to work for the purpose of the 
moment. It is reasonable because it as- 
sumes 1.7 percent annual increases in the 
size of the labor force and per worker 
increases in productivity which are not 
out of line with the recent past, that is, 
not more than 3 percent a year. It is a 


Projections for Economic 
The American Economy in 1970, 
No. 107 (Washington: 


* Long-Range 
Growth: 
Planning Pamphlet 
1959). 


hopeful prospect, with income increasing 
much faster than population. By 1970 we 
would, under these assumptions, have one- 
fifth more people and GNP per capita 
would be $3,700, or about a third higher 
than at present. With such an enormous 
expansion of total output ahead, it seems 
reasonable to expect some increase in the 
size of government outlays. By merely 
holding present effective tax rates constant 
(against income as a base) there would 
be revenue for 50 percent more public 
spending. On the other hand, present 
levels of expenditure could be financed by 
effective tax rates 40 percent lower. 

Let us look now at several of the pro- 
jections or estimates that have been made 
of government expenditures in 1970. The 
NPA estimate is that total government ex- 
penditures, which were 26.0 percent of 
GNP in 1957,° will be 26.0 percent in 
1970. This stability in the over-all ratio 
covers great change in several of the com- 
ponents. Notably it assumes that national 
security expenditures will increase very 
little in absolute terms and hence will fall 
sharply as a percentage of GNP. This 
continues the trend since 1954. Other 
federal government expenditures are pro- 
jected to increase at annual rates of about 
5 percent. The NPA, and other estimators 





* This is compatible with expenditures equal 
to 31.8 percent of national income in 1957. 
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Table 3 


ESTIMATES OF GOVERNMENT EXPENDITURES IN 1970 


(Billions of dollars) 























National Committee for 
Level of Planning Economic Rockefeller N 
government Associa- Develop- Report seaaeaaad 
tion ment 
Federal 124.3 High 145.0 
Low 114.0 
State and local 86.0 60 No change in standards 59.0 
Moderate 68.4 
Substantial improvement 81.5 
Total 
(Federal grants-in-aid 204.7 190 High 233 
counted once only) Low 193 





as well, expect state and local governments 
to be more expansive than the federal 
government. The NPA concludes that 
there will be a rate of increase of 6.5 per- 
cent a year in the total outlay of state and 
local government. This rate of increase is 
only slightly higher than obtained in the 
last decade. The over-all government ex- 
penditure total projected by NPA for 
1970 is $205 billion (Table 3). 

The Committee for Economic Develop- 
ment estimates® as made by Otto Eckstein 
are somewhat lower, but only for the state 
and local governments. They give a range 
of totals for all government spending be- 
tween a low of $174 billion and a high of 
$205 billion. The Rockefeller Report 
range is a low of $193 billion and a high 
of $233 billion.’ One thing that all three 
of these estimates have in common is that 
they all show public spending tending to 
rise as fast as or faster than they assume 
GNP will rise. Thus, even the Eckstein 





*Trends in Public Expenditures in the Next 
Decade (New York: April, 1959). 

"Rockefeller Brothers Fund Special Studies 
Project, Report IV, The Challenge to America: 
Its Economic and Social Aspects (New York: 
1958), p. 68. The original range of estimates 
was for 1967 and showed a low of $171 billion 
and a high of $203 billion. Adjusting this range 
to 1970 yields the estimates shown. 


estimates, which yield the lowest total of 
the three, show state and local expendi- 
tures rising faster than the 3 percent rate 
of GNP increase which he assumes. 

A fourth study, this one covering only 
the state and local governments, is that of 
Dick Netzer* who reviewed the “needs” of 
each public program, giving estimates of 
what amounts of money would be needed 
to (1) maintain existing programs with 
“no change in standards,” (2) give “mod- 
erate improvement” in standards, and 
(3) give “substantial improvement” in 
standards. His “substantial improvement” 
estimate shows less increase than the NPA 
judgment model, and his whole range of 
estimates conveys the general message 
that, barring inflation, there is not likely 
to be any severe “‘tax crisis” on the general 
state and local scene, since he finds lower 
likely rates of increase for expenditures by 
these governments than the 4.2 percent 
rate at which GNP may be expected to 
increase. 

The general conclusions one draws from 





* Netzer’s original estimates were presented 
in “The Outlook for Fiscal Needs and Resources 
of State and Local Governments,” American 
Economic Review, Vol. 48, No. 1 (March, 
1958). His later studies were presented to the 
National Bureau of Economic Research Con- 
ference on Public Finance, 1959. 





these several studies are as follows. Total 
government spending will tend to stay at 
or near 26 percent of GNP, or 32 percent 
of national income. Defense spending will 
tend to fall in relative importance. (This 
may have seemed to be a reasonable as- 
sumption in 1950, too, but between 1950 
and 1960 defense expenditures went up 
from $14 billion to $46 billion.) State and 
local spending will rise in relative impor- 
tance. There will be a tendency to spend 
a larger part of the tax dollar on educa- 
tion, welfare, health, and research and 
development programs. 


Now these conclusions all tie in fairly 
well with our historical perspective on 
these matters. Another way to check the 
plausibility of the studies reviewed here is 
to inquire into the reasons why nonde- 
fense public expenditures may be expected 
to increase. Three such reasons are 
(1) the productivity lag of the public as 
related to the private sector; (2) popula- 
tion increase; and (3) rising standards 
for the public sector (here we refer to 
higher levels of performance on existing 
programs and also to the introduction of 
wholly new programs). In the following 
discussion of these three points we assume 
no general inflation. 

What has been referred to as the “pro- 
ductivity lag” may alternatively be re- 
garded as a “price disadvantage” problem, 
in which the prices of things governments 
buy increase more than, or decrease less 
than, the prices of things bought by the 
private sector. Between 1951 and 1959, 
the over-all GNP implicit price deflator 
rose by about 2 percent annually, while 
the deflator for state and local government 
purchases of goods rose by about 3.75 per- 


cent annually. The difference is accounted 
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for mostly by government purchases of 
services, the deflator for which increased 
by about 4.25 percent annually; also, con- 
struction is more important for the public 
(nondefense) sector than for the private 
sector, and construction costs (including 
purchase of building sites and right of 
ways) increased slightly more rapidly than 
GNP prices. 

Suppose we were to freeze the scope 
and scale of government activity, in the 
sense that we hold constant the current 
rate of physical input, for the next ten 
years. Would this mean constant dollar 
spending by government? The answer is 
quite clearly no. Employee compensation 
per worker will need to rise approximately 
as much in the public sector as in the 
private sector — that is, almost 50 percent 
in the next ten years. Presumably we 
would get more product out of the con- 
stant number of employees (in other 
words, we could get along with fewer em- 


' ployees) if they were better trained, bet- 


ter equipped with capital goods, and better 
managed, but it seems doubtful that there 
will be more than a fractional offset on 
that score. 

The recent study by Lytton suggests that 
the productivity offsets in government are 
far from negligible— perhaps not less 
than 1 percent a year for all nondefense 
public employment (although certainly 
less than that for state and local govern- 
ments alone. This means a net increase 
in unit employment costs of about 3 per- 
cent a year. A productivity lag of 3 per- 
cent, therefore, could be applied to about 
half of all government nondefense spend- 
ing, since employee compensation is about 
half of all such spending. 





*Henry D. Lytton, “Recent Productivity 
Trends in the Federal Government: An Ex- 
ploratory Study,” Review of Economics and 
Statistics, ‘’ol. 41, No. 4 (November, 1959), 
pp. 341-59. 














This high rate of increase in the cost of 
a constant input is not found in the pur- 
chases of goods, as distinct from services, 
except for construction outlays, which are 
about one-fifth of all public expenditures. 
It certainly does not arise in the case of 
transfer payments, which account for 
about one-fifth of all government spend- 
ing. How does this balance out? My own 
rough and ready guess is that there would 
be an increase in costs of about 1.5 per- 
cent a year just to maintain the existing 
scope and scale of government activity. 

A second reason why we would expect 
an increase in public spending is the pop- 
ulation increase, which is expected to go 
forward at a steady rate of 1.7 percent a 
year. Most government programs tend to 
be associated with size of population. Na- 
tional defense is a leading exception. So 
a first approximation would be that ex- 
penditure needs for nondefense programs 
will rise 1.7 percent a year. 

While this is a fair guess for operating 
costs, it should be noted that changes in 
annual capital outlays are related not to 
the rate of increase in population, but to 
changes in the rate of increase. Hence, a 
steady rate of increase does not dictate 
any absolute increase at all in annual 
capital outlay. Capital outlay is about 
one-fifth of total government spending. 
(This need for a zero increase in the level 
of outlay for new construction does not 
hold over the next decade for all pro- 
grams. In the case of high schools we are 
just getting into gear, and may expect the 
big boom in college building expense a 
few years later.) But the 1.7 percent in- 
crease over-all including operating costs 
and transfers would not seem to be a bad 
guess when it is pointed out that the age 
and residence (e.g., urban) groups that 
are the best “patrons” of government serv- 
ices and transfers are increasing faster 
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Table 4 


PERCENTAGE DISTRIBUTION OF POPULATION BY AGE 
GROUPS FOR SELECTED YEARS, 1850-1980 


(Actual to 1955, projection to 1980 based on 
assumption of 1950-53 fertility rates) 











Age groups 

Year Under Workingages Over 65 

20 years 20-64 years 
1850 52.5 44.9 2.6 
1870 49.7 47.3 3.0 
1890 46.1 50.0 3.9 
1910 42.0 53.7 4.3 
1930 38.8 55.8 5.4 
1940 34.5 58.7 6.8 
1950 34.3 57.5 8.2 
1955 35.9 55.6 8.5 
1960 38.0 53.2 8.8 
1965 38 .6 52.3 9.1 
1970 38.5 $2.3 9.2 
1975 38.5 52.1 9.4 
1980 39.3 51.2 9.5 





Source: Problems of U.S. Economic Development, 
as cited in note 11. 


than the total population.” While the 
total population is increasing about 20 
percent, elementary school children will 
increase by 33 percent, high school stu- 
dents by 67 percent, and college students 
by almost 100 percent. The portion of the 
population in the age group between 5 and 
24 years of age was 32 percent in 1955 and 
it will be 36 percent in 1980. Similarly, the 
part of population which is 65 or over will 
be changing from 8.5 percent to 9.5 per- 
cent of the total in the same period." 
(Table 4.) It is relevant to note that the 
greatest population growth is occurring in 
urban and suburban areas where costs of 


“It is important to note that the most 
striking changes in age-composition of the popu- 
lation occurred between 1940 and 1960. Be- 
tween 1965 and 1970 relatively little change in 
the share of the population in dependent ages 
is expected. See Table 4. 

" The author has explored some of the impli- 
cations of this changing population composition 
in a paper entitled “Paying the Price of Higher 
Fertility” in Problems of U. S. Economic Devel- 
opment, Vol. 2 (New York: Committee for 
Economic Development, 1958). 








government are higher than in less con- 
gested and lower-income areas. 

A third reason for believing that gov- 
ernment expenditures will increase over 
the period ahead is the demand for higher 
standards or levels of performance by gov- 
ernments. People over the decades have 
wanted existing programs done better and 
extended to more people and have called 
upon government to initiate or enter new 
programs. 

Adolph Wagner observed this demand 

and based his “law of the increase of state 
activities” upon it. He wrote in 1893 as 
follows: 
Comprehensive comparisons of different coun- 
tries and different times show that among 
progressive peoples . . . an increase regularly 
takes place in the activity of both the central 
and the local governments. This increase is 
both extensive and intensive: the central and 
local governments constantly undertake new 
functions while they perform both old and new 
functions more efficiently and completely. In 
this way the economic needs of the people, to 
an increasing extent and in a more satisfactory 
fashion, are satisfied by the central and local 
governments.” 

It should be noted that Wagner did not 
actually explain why government spend- 
ing increases as a share of all spending, 
but merely why government spending rises 
absolutely. The theory implicit in our 
analysis is that government spending will 
rise as a share only if the productivity-lag 
effect, the population effect, and the 
standards effect all combine to produce a 
rate of change in government spending 
greater than the rate of change in na- 
tional income. Whether there is a rise in 
share in a particular period in a particular 
nation will therefore depend on the way 
each of these factors moves. Productivity- 





" Grundlegung der Politischen Oekonomie, 
Bk. 6, Ch. 3 (3rd ed.), quoted in translation in 
C. J. Bullock, Selected Readings in Public Fi- 
nance (3rd ed.; Boston: Ginn, 1924), p. 32. 
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lag will depend on the nature of govern- 
mental services and on technology; the 
population effect depends on the growth 
of the total population and changes in its 
composition. The standards effect de- 
pends on both objective and subjective 
factors and could be either high or low. 
Indeed, it could be negative, which would 
mean that we wanted less input per pa- 
tron or per citizen to go into public serv- 
ices. It could be positive, but increase at 
a much lower rate than our standards for 
privately supplied goods and services. The 
latter is presumably what Galbraith and 
others have in mind when they talk about 
the “poverty of the public sector” in 
contemporary America. 

Most writers on this subject consider 
this demand-shift referred to by Wagner a 
function of rising income and a phe- 
nomenon induced by the complex process 
of industrialization, urbanization, and in- 
creasing interdependency. Rising income 
means, typically, that people want more 
services, many of which are traditionally 
offered by governments. Rising income 
also generally means that transfer pay- 
ments are more liberally provided. Stand- 
ards of need or level of decency are, after 
all, relative matters. The far-reaching 
change in our socio-economic structure has 
placed, and is continuing to place, new 
responsibilities upon governments for wel- 
fare and development programs. Success- 
ful applications of governmental power in 
one area often lead to other new pro- 
grams. 

It is not hard to point out some areas 
where rising standards may be found in 
this decade. It is not unreasonable to pre- 
dict, for example, a greater role for gov- 
ernment in the health field. Approxi- 
mately 20 percent of the nation’s health 
bill is now met through public funds and 
there are widespread demands for new or 
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greatly expanded public programs for the 
aged, the mentally ill, and the chronically 
ill. Rising aspirations are also apparent in 
the fields of education, highways, correc- 
tional institutions, research and develop- 
ment programs of various kinds, urban 
redevelopment, and recreation. All of this 
is listed without reference to one of the 
most flexible items in our national budget, 
namely, foreign aid. Will we go through 
another decade without having a substan- 
tial program of economic assistance to 
underdeveloped areas? 

All these are matters on which we see 
the yeast of rising standards at work. 
There is some question about whether a 
great wave of new programs will be intro- 
duced, but it would seem reasonable that, 
with income per person rising by 30 per- 
cent over the decade, standards for gov- 
ernment might rise by 1.5 percent a year. 
This is, of course, just a crude guess, but 
it seems to be close to the average of past 
increases. 

Adding up the three factors — pro- 
ductivity lag, 1.5 percent a year; popula- 
tion increase, 1.7 percent a year; and 
rising standards, 1.5 percent a year—gives 
us the total rate of annual increase of 4.7 
percent. These would, of course, not 
merely add to, but would magnify each 
other to some extent, so 4.7 is a little low. 
Multiplying through gives a result of 4.8 
percent. This is close to, but somewhat 
lower than, the estimate of 6 percent 
made by the National Planning Associa- 
tion. By this method then, we arrive at 
the estimate that nondefense expenditures 
over the coming decade will tend to rise 
somewhat faster than GNP, which NPA 
says will increase at a 4.2 percent rate. 

It is interesting to see how these three 
factors combine in an example. Consider 
the operating costs of primary and second- 
ary education for 1970. The population 
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factor shows up in the enrollments, which 
are expected to be at least 33 percent 
higher than in 1958, with a disproportion- 
ate increase in high school enrollment. 
Since the teacher-student ratio is higher 
in high school than in elementary school, 
43 percent more teachers will be required 
just to maintain standards in terms of 
teacher-student ratios. The productivity- 
lag factor involves the idea that, even as- 
suming no general inflation, salaries of 
teachers may be expected to rise as much 
as other salaries over the period to 1970. 
NPA sets this figure at 50 percent. The 
teacher-salary bill will then be 115 per- 
cent higher than in 1958 [(1.43 x 150 = 
215) — 100 = 115]. Since employment 
costs are about 80 percent of total operat- 
ing costs in education, this means total 
operating. costs would rise by 92 percent 
[(.8x 215) + (.2x100)]. This is the in- 
crease in cost with no consideration given 
to raising standards.'* If class sizes were 


* Netzer made what I regard as a very inade- 
quate adjustment for rising salaries in making 
his “no improvement in standards” projection. 
Because of this his estimates, as cited in Table 3 
above, are considerably. below those of the 
NPA and strike me as being on the low side. 

The Committee for Economic Development 
Subcommittee on Education makes a similarly 
gross understatement of the problem by saying 
that a 29 percent increase in enrollment will 
call for only a 47 percent increase in costs if the 
aim is to maintain the present level of resources 
per pupil. (We Can Have Better Schools, De- 
cember, 1959, p. 8.) 

Looking backward gives a rough check on 
our method. Between 1948 and 1957 enroll- 
ment rose 38 percent, the average teacher’s 
salary rose 65 percent; 1.38 x 165 = 228, which 
is to say our method would predict a rise in 
operating expenses of 128 percent without mak- 
ing any adjustment for increasing high school 
attendance. Making the latter adjustment yields 
a prediction of about 140 percent. In fact, 
there was an increase of current expenditures 
plus debt service of 144 percent in this period. 
(Data for these calculations are taken from 
Werner Z. Hirsch, Analysis of the Rising Costs 
of Public Education, Study Paper No. 4, U.S. 











to be cut, or if teacher-salaries were to 


rise more than other salaries, or if more 
auxiliary services were to be offered by the 
schools, then we could charge the attend- 
ant increase in costs to an “increase in 
standards.” It seems clear that in recent 
years there have been some increases in 
standards as defined here. 


IV. 


We conclude that in the coming decade 
the public sector will, even assuming only 
minor rises in national defense spending, 
increase its expenditures at about the same 
rate as the total economy and, hence, 
spend an amout equal to a third of the 
national income. Federal government 
spending will tend to stay around 20 per- 
cent of national income. State and local 
governments will be aggressive in seeking 
a larger share of total income, in trying to 
get an additional 2 or 3 percent of the 
much larger pie, thus enlarging their 
share to 12 or 13 percent. 

The possibility of a major depression is 
completely ruled out of this discussion. If 
that were to occur, we undoubtedly would 
see a rise in the relative importance of 
government spending. Similarly, such a 
rise would be likely to follow from any 
number of conceivable changes in the 
international situation. Barring a major 
step toward disarmament with no offset- 
ting increases in foreign aid or space- 
exploration programs, we may expect 
spending by government to have at least 
as much relative importance as it has had 
in the past decade. 

This set of conclusions about spending 
by governments has interesting meanings 
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for tax policy. The effective over-all rate 
of taxes against national income will have 
to rise only slightly, if at all, but this could 
require very large or very small changes 
in nominal tax rates, depending on the 
type of tax system we have. A progressive 
income tax generally has high revenue 
elasticity to income since as taxpayers’ in- 
comes rise the average taxable income 
automatically is subjected to higher tax 
rates. The federal government’s revenue 
is predominantly raised by income taxa- 
tion and hence has a high income re- 
sponse, generally estimated at about 1.5." 
That is, a 1 percent increase in GNP will 
result automatically in a 1.5 percent in- 
crease in federal tax revenues. Hence, 
over a ten-year period, when GNP rises by 
50 percent, federal tax revenues should 
rise by 75 percent. This is a somewhat 
higher rise than we have predicted for 
federal government expenditures, and 
hence it does not seem likely that any in- 
crease in nominal tax rates will be needed 
from Congress. Indeed, tax cuts or sub- 
stantial grants-in-aid to states would be 
possible. 

The picture is quite different for the 
state and local governments, which raise 
about half their tax revenues by property 
taxation, over a third by sales taxes, and 
only about a tenth by income taxes. 

The property tax in most times and 
places has been found to have a low 
elasticity of revenue to the income of tax- 
payers. Thus, for example, the full value 
of property taxed in Wisconsin increased 
over the twenty-year period 1929-48 only 
.2 percent for every 1 percent increase in 
personal income.'* On the other hand, in 
the postwar period the elasticity of the 








Congress, Joint Economic Committee, 86th 
Cong., 2nd Sess., November 10, 1959.) Hirsch 
makes a “medium” projection of costs for 1965 
which is 58 percent above the level of 1958 
(p. 39). 


**H. M. Groves and C. H. Kahn, “The Sta- 
bility of State and Local Tax Yields,” Ameri- 
can Economic Review, Vol. 42, No. 1 (March, 
1952), p. 94. 

* Ibid., Table I, p. 90. 
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Table 5 
ELASTICITY OF PROPERTY TAX, 1929-60 
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A. Basic Data 





National total pri: ate 


Wisconsin 























GNP tangible assets less full value of 
consumer durables* property taxed” 
we (1) (2) (3) 
(Billions of dollars) 
1929 104 341 6.0 
1939 91 289 4.4 
1945 214 425 5.3 
1949 258 655 8.5 
1955 398 1,029 14.0 
1958 437 1,259 - 
1960 500 ee 18.5 
B. Calculation of Income Elasticity of Property Tax 
Percentage Percentage ' 
Percentage increase of Col. 2 increase of Col. 4 
Period increase private tan- Col. 1 Wisconsin Col. 1 
of GNP gible assets property 
(1) (2) (3) (4) (5) 
1939-49 186 125 .6 90 a 
1945-55 90 142 1.6 164 1.8 
1949-55 53 56 i 64 1.2 
1949-58 65 92 1.4 bt sea 
1955-60 25 34 1.3 





* National Balance Sheets of Raymond W. Goldsmith, A Study of Saving in the United States, Vol. III (Prince- 


inceton University Press, 19 
> Clara Penniman, ‘“The Role of the 
4 (December, 1956), p. 333, Table 1. 


ton: 


property tax has been much higher; be- 
tween 1945 and 1955 the full value of 
property taxed in Wisconsin rose 1.8 per- 
cent for each 1 percent rise in income. 
This ratio fell to about 1.2 in the 1950’s. 
Similarly high elasticities appear in rele- 
vant national data (Table 5). It is diffi- 
cult to predict the income elasticity of the 
property tax, but it is probable that the 
elasticities of recent postwar years will be 
repeated. The high rate of residential 
construction may be expected to continue 
as the war babies reach marriage ages in 
the middle of the decade. So a range of 
elasticities which may be expected is from 
1.0 to 1.5, with the most probable being 
in the area of 1.2. This, then, we may 


), and unpublished estimates by National Bureau of Economic Research. : 
Property Tax in Wisconsin Since 1929,’’ National Tax Journal, Vol. 9, No. 
Figure for 1960 is from Wisconsin Department of Taxation. 


apply to one-half of the state and local 
revenues. 

State sales taxes, both general and spe- 
cial, generally have an elasticity of some- 
what less than 1, say about .9. Most state 
income taxes are highly responsive with 
elasticities close to 2.0."° 

These estimated elasticities lead to an 
over-all responsiveness of state and local 
revenues to income rises of about 1.2. 
Some states will have higher responsive- 
ness and some will have lower. Wisconsin, 
which raises one-fourth of its state and 
local revenues by income taxation, may 





* Lee Soltow, “The Historic Rise in the Num- 
ber of Taxpayers in a State with Constant Tax 
Law,” National Tax Journal, Vol. 8, No. 4 
(December, 1955), pp. 371-81. 








have an elasticity as high as 1.35. Wash- 
ington, which raises three-fourths of its 
revenues by sales taxes, may have an 
elasticity as low as .95. 

Taking the national average of 1.2 and 
applying it to the expected GNP rise of 
50 percent yields a revenue rise of 60 per- 
cent by 1970. Our estimates of increase 
in expenditures of state and local govern- 
ments range from 4.8 percent a year to 
6.5 percent a year. This means that ex- 
penditures would rise over the decade by 
60 to 80 percent. This would be a very 
general indication of the nature of state 
and local tax crises in the decade ahead: 
revenues rising by 50 to 70 percent with- 
out changes in nominal tax rates, and 
expenditures rising on the order of 60 to 
80 percent. 

The implications which these necessarily 
imprecise findings have for policy will, of 
course, depend upon one’s general philos- 
ophy about taxing and spending. Those 
who seek to reduce tax rates will be chal- 
lenged by our findings to seek higher pro- 
ductivity gains from public enterprise, and 
perhaps, to restrain rises in standards of 
government services and transfers. Those 
who start with the idea that standards 
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should rise significantly may center their 
attention on gaining more revenue for 
state and local governments than constant 


nominal tax rates will yield. A likely place 


to look for the additional revenues is the 
federal government, whose revenues will 
tend to rise ahead of federal government 
program “needs.” The federal govern- 
ment, could, therefore, make substantial 
grants to states for the more expensive 
fields such as education, health, and urban 
renewal. Some have argued that the di- 
version of revenue from the federal to the 
state level would occur quite naturally if 
the federal government would only cut its 
tax rates. Others are less sanguine about 
the success of such a voluntary diversion 
and urge a system of tax credits under the 
federal income tax for those states that 
have, or that will adopt, personal income 
taxes. This notion is based on the success- 
ful tax credit experience with the federal 
estate tax and the federal unemployment 
compensation tax. As an alternative to 
federal aid, the states could revise their 
state-local tax rates during the decade, or 
they could seek the development of tax 
systems which have more responsiveness 
to rises in the incomes of taxpayers. 














Industrial Relations for the Next Generation 


Solomon B. Levine and Bernard Karsh 


American industry is on the threshold of 
vast changes in the organization of men 
and materials. The accelerating rate of 
technological change, summarily and 
sometimes indiscriminately labeled “auto- 
mation,” is already affecting labor-force 
composition and distribution, and man- 
agement organization and decision-making 
processes. As these changes continue 
through the years ahead, the labor rela- 
tions scene will change also. Just as our 
present generation of business and union 
managers has seen fundamental shifts in 
our industrial relations system, so will the 
next. It is our purpose here to examine 
the major changes toward which present 
trends seem to point. The outlines seem 
discernible now. The details will await 
the fulfillment of time. 

A number of salient questions regarding 
the future of collective bargaining, and 
indeed, the continued vitality of the labor 
movement itself, have been raised.' Has 
collective bargaining outlived its useful- 
ness? In the light of an increasing “white 





*See, for example, Richard A. Lester, “The 
Changing Nature of the Union,” Monthly 
Labor Review, August, 1960, pp. 843-45; 
George W. Brooks, The Sources of Vitality in 
the American Labor Movement (New York: 
Cornell University, New York State School of 
Industrial and Labor Relations, July, 1960) ; 
and Daniel Bell, “The Subversion of Collective 
Bargaining,” Commentary, Vol. 29, No. 3 
(March, 1960), pp. 185-97. 
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collar” labor force, will the unions them- 
selves continue to represent any significant 
proportion of the working population? 
What significance, if any, can be found in 
such innovations as joint union-manage- 
ment “study committees” (for example, 
meat packing, steel, longshoring) as indi- 
cators of increasing intrusion of unions 
into primary management functions? 
What importance can be attached to the 
increasing use by unions of multi-union or 
joint committees for formulating bargain- 
ing demands, and in some cases, actual 
multi-union or joint bargaining (for ex- 
ample, in aircraft, machine tools, meat 
packing, oil and chemicals, paper, pulp, 
and sulphite)? What, if any, long-range 
consequences can be attached to the White 
House intervention in the prolonged 1959 
steel strike and, even more notably, to the 
union “disclosure” requirements and the 
so-called “bill of rights” enacted by Con- 
gress last year? Do these developments 
suggest that public politics will increas- 
ingly become part of private collective 
bargaining? How will the increasing use 
of machines for both production and 
decision-making processes affect industrial 
conflict? Underlying all these questions is 
an even more basic one: What are the 
implications of our future industrial rela- 
tions system for the role and function of 
private enterprise management? 











Our examination of such questions leads 
us to the following general conclusions. 
The advent of automation, the emergence 
of “information technology” in industrial 
decision-making, and the development of 
a primarily “white collar” work force will 
bring new collective bargaining structures, 
new and thorny issues for union-manage- 
ment negotiations, and an expanded role 
for government agencies in labor relations. 
We see the development of a system of 
trade unions whose goals, functions, and 
structure will be somewhat different from 
the present but which will contribute to 
the vitality of American democratic plu- 
ralism despite increasing pressures for po- 
litical and economic centralization. Our 
arguments in support of this general con- 
clusion are admittedly speculative. But 
they are based upon the evolutionary his- 
tory of American industrial relations plus 
a close examination of recent develop- 
ments in technology, and management 
and union thinking and practices. 


THE NEW CONTEXT 


The transition from the present to the 
future industrial system will be a painful 
one. In the next two or three decades, 
labor relations are likely to experience 
severe conflicts as bargaining units are 
reformed, union jurisdictional lines are 
redrawn, leadership rivalries are intensi- 
fied, and new issues are injected into 
negotiations. But the basic conditions for 
a new accommodation are already with 
us.” Before elaborating our answers to the 
questions posed above, first let us briefly 
consider the central currents already de- 
veloping in the industrial environment. 

(1) By the mid-fifties, for the first time 


* See Bernard Karsh and Solomon B. Levine, 
“The Coming Revolution in Labor Relations,” 
Mill and Factory, Vol. 67, No. 6 (December, 
1960), pp. 79-84. 
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in American history, white-collar em- 
ployees began to outnumber blue-collar 
workers. The changing distribution of the 
work force has become particularly ap- 
parent in manufacturing — in the chem- 
ical, electrical machinery, and automobile 
industries, for example. The Bureau of 
Labor Statistics estimates for the 1960's 
and 1970’s indicate that these trends will 
continue at an accelerating pace and will 
be felt in many of the sectors of the econ- 
omy as yet untouched by the new devel- 
opments in automation and organization. 
Research and development are laying the 
basis for a whole new set of products and 
processes that will require the services of 
large cadres of professional, technical, 
clerical, and kindred workers. Both man- 
agement decision-makers and purely man- 
ual workers will probably constitute 
smaller proportions of the labor force. A 
huge middle group of intellectual em- 
ployees is about to come into being, a 
development for which our educational 
system is now feverishly preparing. 
Whether or not they will embrace self- 
organization as the means for protecting 
and furthering their own economic inter- 
ests is a major question.* 

(2) Technical and scientific research 
and development has also begun to spawn 





* Reasonably reliable estimates produced by 
the Industrial Union Department, AFL-CIO, 
suggest that there are already about 24 inde- 
pendent union bargaining units covering pro- 
fessional and technical workers in the United 
States. These include approximately 35,000 
professional employees and some 11,500 tech- 
nicians. Union membership under these units, 
however, is considerably less than the total bar- 
gained for. There are additional thousands of 
engineers, scientists, architects, chemists, and 
technicians already covered by units belonging 
to AFL-CIO unions. The concern of the major 
unions for expanding this coverage is well 
known, and although professional and technical 
workers are still relatively unorganized in this 
country, there appears to be spreading interest 
in self-organization among them. 
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wondrous new production hardware that 
promises to restructure industry. Invest- 
ment in these activities has been estimated 
to be growing at 10 percent a year since 
about 1950, roughly three times the 
growth of our national product. If indus- 
trial innovation is not new, what is new 
is the increasing rate at which it is oc- 
curring. Integrated power-driven mecha- 
nisms that eliminate direct application of 
human energy, skill, intelligence, and con- 
trol; continuous flow machines that re- 
place man’s senses as well as his muscles; 
machines to run machines that eliminate 
human judgment in their administration, 
direction, or control; electronic computers 
that are not only high-speed calculating 
devices but also are increasingly being pro- 
grammed to hand out administrative, sta- 
tistical, and clerical policies — all these 
alone and in combination are types of 
automation that are having a far-reaching 
impact upon material flow, allocation of 
work tasks, integration and subdivision of 
production processes, geographical loca- 
tion, or, in short, the industrial structure 
itself. Examples are already beginning to 
abound in oil refining, glass blowing, elec- 
tronic manufacturing, auto engine pro- 
duction, aircraft, banking and insurance, 
and machine tools. The near future prom- 
ises many more. Science fiction fans have 
long dreamed of a machine that could 
give birth to machines just like itself. The 
use of computers to design other more ad- 
vanced computers goes part way in this 
direction. Self-programming goes even 


further. Such techniques will bring forth 
industrial enterprises highly diversified in 
product and service operations, highly 
flexible in the processes they employ, and 
no doubt highly integrated and centralized 
in their administration. 

(3) Leavitt and Whisler have cogently 
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pointed out‘ that future techniques for or- 
ganizational control and decision-making 
will reverse current managerial concepts. 
Already the new information technology 
is being felt throughout the managerial 
ranks of some of the most important firms 
in the country. Cybernetics and informa- 
tion theory, mathematical solving of mul- 
tivariate problems, linear programming 
and operations research, game theory and 
communication nets, and other basic 
problem-solving techniques are rapidly 
coming into use. They are fed and sus- 
tained by the new technical hardware and 
in turn call for the occupational redistri- 
bution taking place in the labor force. 
The locus of decision-making is beginning 
to shift upward; local and middle-level 
decision-makers are being compressed out 
of existence. As firms restructure their or- 
ganizations, they are beginning to devote 
more and more attention to long-range 
planning. Production details fall auto- 
matically into place within programs that 
are to be executed over lengthy periods. 
Staff rather than line managers devise the 
minutiae of production performance in 
the shop — and this is done at a head- 
quarters remote from the work site. Day- 
by-day production decisions will consume 
less and less of the attention of operating’ 
personnel. Top-level decision-makers are 
moving into long-range planning and in- 
novation and are coming more and more 
to grips with basic national problems of 
economic stability and growth. The de- 
velopment of the entire economy may well 
hang on a few strategic choices. 

Dramatic changes such as these have 
generated speculation about their impli- 
cations for labor relations. Much of the 





*Harold J. Leavitt and Thomas L. Whisler, 
“Management in the 1980's,” Harvard Business 
Review, Vol. 36, No. 6 (November-December, 
1958), pp. 41-48. 








current diagnosis is in terms of a probable 
decline of collective bargaining and trade 
unionism. And, indeed, such may be the 
case for the next decade. But we would 
submit that present developments are 
merely the first signs of the adaptation of 
our labor relations institutions to a new 
set of emergent conditions. Sociological, 
economic, psychological, and political fac- 
tors suggest the picture that we broadly 
outline in the following pages. 


TRADE UNION GROWTH — 
REVERSAL OF A TREND 


We predict that in the next two or three 
decades the labor movement will achieve 
a broader membership base than it has 
today. Although union growth may not 
repeat the spurt of the 1935-45 period, the 
new occupational groups will become in- 
creasingly aware of the need for self- 
organization and eventually turn to union- 
ism along with the traditionally organized 
workers. This awareness will spread as 
they come to recognize the magnified ef- 
fects of management decisions upon em- 
ployees’ lives both in and outside the 
workshop. Thus, unions will be more 
fully supported and more integrated into 
the future industrial structure than at any 
time before in American history. 

At the moment the American labor 
movement appears to have passed its peak 
or, at best, reached a stage of feeble 
growth, barely able to keep abreast of the 
slowing increase of blue-collar workers. 
Thus far, it has had little success in at- 
tracting the new intellectual employee to 
its ranks because, it is alleged, of his 
middle-class orientation and management 
identification. Since white-collar workers 
are beginning to predominate, unionism, 
it is observed, is losing its appeal, and un- 
less it is able to find a basis for attracting 
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the new occupational groups, is heading 
for a lesser role in the American economy. 

Our contention is that unions will be- 
come attractive to these groups. Inability 
to organize them thus far has taken place 
within a context of organizational struc- 
ture and function which future technology 
and decision-making technique will make 
obsolete. In their place we are likely to 
see the development of an environmental 
framework which is as conducive to the 
unionization of the new occupations as 
were conditions in the past for the manual 
workers. 

Our prediction that unionism will at- 
tract the occupational groups of the 
future rests upon the following considera- 
tion. As management reorganizes, as au- 
tomation becomes widespread, and as a 
few critical decisions come to determine 
virtually the whole course of productive 
activity over long periods of time, the 
white-collar worker’s feelings of identifica- 
tion with management will yield to a per- 
vasive social and intellectual isolation in 
the factory, a new kind of alienation for 
this group. Management-sponsored “hu- 
man relations” programs as a substitute 
for organization are not likely to be any 
more successful when directed toward 
thousands of engineers or technicians or 
clerks employed in a single workplace than 
they have been when directed toward pro- 
duction workers. As it has now commonly 
abandoned production workers to their 
own devices, management will increasingly 
come to accept the view that if white- 
collar workers are to find “fulfillment,” 
they will have to do it off the job rather 
than through intricately devised “com- 
mittee” structures and artificially con- 
trived “participation” schemes. Further, 
the white-collar workers’ sense of “col- 
leagueship” with the boss becomes some- 
thing quite different when they are em- 
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ployed in large numbers in a common 
workplace. Clock numbers and job de- 
scriptions replace names and addresses. A 
growing social isolation from decision- 
makers and decision-making is likely to 
produce a sense of frustration among such 
employees and impel them to seek relief 
through self-organization. This has been 
a familiar psychological phenomenon in 
the growth of large-scale industry and 
white-collar workers should prove no ex- 
ception. Further, a generalized demo- 
cratic ideology leads both individuals and 
groups in our society to expect to have 
some control over decisions that vita!ly 
affect their lives.° This social and political 
pluralism — values deeply embedded in 
our culture — is continually fed by rising 
educational levels. Thus, as the disparity 
increases between culturally defined ex- 
pectations and actual performance, dis- 
satisfaction among intellectual employees 
will further increase the demand for self- 
dependence. Organization will become the 
primary device for satisfying growing 
frustrations. 

Means for organization will be readily 
at hand. The trade union movement is 
well established. There will be little need 
to develop a new set of institutions as was 
the case following the Civil War and in 
the 1930’s. Major unions are already pre- 
paring their strategy to welcome the in- 
tellectual worker into their ranks; new 
unions can be established relatively quickly 
drawing upon the experience of the old. 
Moreover, unionization will have the ad- 
vantage of large organizing funds, rapid 
communications, increased leisure time, 
adequate staff, and willingness to experi- 





*See Alvin W. Gouldner, Patterns of Indus- 
trial Bureaucracy (Glencoe, Illinois: Free 
Press, 1954), and Wildcat Strike (Yellow 
Springs, Ohio: Antioch Press, 1954); and 


Bernard Karsh, Diary of a Strike (Urbana: 
University of Illinois Press, 1958). 
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ment with new strategies and techniques 
needed to recruit the white-collar em- 
ployee. Legal obstacles will be relatively 
few, and there need be no prolonged pub- 
lic policy debate over the legitimacy of 
unionism. In other words, once the new 
occupational groups are “ripe” for organi- 
zation, a few initial major organizing and 
bargaining successes may quickly ignite a 
brush-fire movement. 

Unionization is likely to be the only 
meaningful alternative through which the 
new work groups will be able to cope with 
their environment. Given the continuity 
of American institutions, it is not likely 
that the long run will see the development 
of some wholly new form of self- 
organization. Unions will be appropriate 
instruments, especially as they develop 
professional expertise and knowledge of 
managerial techniques in the very sphere 
where the most crucial decisions for the 
workers’ lives are made. Centralization of 
management itself will contribute to the 
vitality of these union functions, for the 
problem of power distribution will be 
especially visible and will call for contin- 
ual reassessment. Unionization will pro- 
vide the new occupational groups with the 
sense of participation and identification 
required by these processes. 


RESTRUCTURING THE LABOR MOVEMENT 


A broadened union base, however, will 
bring about a new union structure. We 
expect to see fewer and more highly cen- 
tralized national union organizations. The 
highest union echelons will be centers of 
intense activity——-for planning, negoti- 
ating, and executing virtually all bar- 
gains within their respective jurisdictions. 
Highly trained staffs will proliferate at 
national union headquarters, mirroring 
the organizational patterns of business 








firms and government agencies. Compared 
with the present, fewer day-to-day labor 
relations decisions will be required, and 
consequently, fewer decisions will be made 
at the local union level. Local units will 
be concerned mainly with social and 
community activities of concern to the 
rank and file rather than with economic 
issues. Local union functionaries will 
serve largely as communicators between 
national organizations and the grass roots. 

In some respects, the teamsters’, ma- 
chinists’, and auto workers’ unions already 
are the prototypes of the future unions. 
Similar models are seen in the increasing 
number of international trade union sec- 
retariats. Still other examples are joint 
bargaining structures now evolving in the 
meat-packing, chemical, and aircraft in- 
dustries. All of these point to the emer- 
gence of broad-based unions that extend 
over a number of industries and cover a 
wide range of occupational categories. 

We expect that the typical national 
union of the future will be multi- 
industrial. It will embrace clerical, pro- 
fessional, and technical workers as well as 
production and maintenance employees. 
The necessity of matching the scope of 
management decision-making will lead to 
such expansions in jurisdiction, diversity 
of membership, and-~ concentration of 
power. 

The implications for internal union or- 
ganization are (1) except for certain 
highly strategic craft groups, most union 
structures will not closely resemble the 
forms that exist now, and (2) relation- 
ships between local and national union 
units will evolve around activities that are 
as yet only crudely developed. 

We predict that process unionism will 
increasingly replace our conventional in- 
dustrial and occupational union  struc- 
tures. The concept of process unionism 
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implies a structure of worker organization 
that follows management programming 
for flexible production and product diver- 
sification. As firms center their produc- 
tion planning around given electronic, 
chemical, metallurgical, and other basic 
technologies, they will devise programs, 
utilizing automation and_ information 
techniques, that will switch back and forth 
among a wide variety of human and 
material resources. An interesting example 
of this is already becoming widespread in 
the practice of subcontracting. To cope 
with program variability, unions will at- 
tempt to embrace all those work groups 
that find their economic and job interests 
most closely related to the central process 
in use. Union structure, therefore, will 
logically follow the sequences of these 
processes and cut across traditional indus- 
trial and occupational lines. 

Process identification is likely to replace 
the distinctive industrial and occupational 
consciousness which has for so long char- 
acterized the American union members’ 
outlook. We can imagine that profes- 
sional and technical employees will be- 
come key groups in these union organiza- 
tions, with relevant clerical, service, and 
manual workers in and outside the estab- 
lishment affiliating with them to maximize 
their collective bargaining strength. Es- 
sentially, the organizational base will no 
longer be hinged to the product or the 
specific work done, but rather to the 
production programs applied regardless 
of markets and skills. 

Process unionism, in turn, will bring a 
revamping of internal union relationships. 
Much greater centralization than exists 
now will be necessary to achieve coordina- 
tion of the various occupational groups 
involved in given programs. Staff special- 
ists will be needed to constantly monitor 
programs and processes. Their work will 
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depend upon centralized information net- 
works and data banks; and their effective- 
ness will depend upon high-level training 
in the natural sciences, social sciences, 
and applied disciplines. Staff needs will 
parallel those in major management or- 
ganizations. Top union leaders will reach 
decisions based on intricate analyses and 
evaluations provided by specialized staff 
assistants. 

The shift of informational, computa- 
tional, and evaluative functions to the 
national union headquarters wiil radically 
alter the role of the lower levels of the 
union hierarchy. Primarily, the function 
of the latter will be to serve decision- 
making needs at the top. The local union 
officer’s principal job will be less that of 
a bargaining representative for the rank 
and file and more that of a conveyor of 
strategic information between the top and 
the bottom. In this role, he, too, will have 
to possess a high degree of technical skill. 
Local union activities, as we now know 
them, will shift in emphasis. With long- 
term centralized decisions setting detailed 
programs of work performance into ac- 
tion, there will be relatively little occasion 
for local union functionaries to police 
management choices now made so fre- 
quently at the plant level. Consequently, 
we should expect to see grievance pro- 
cedures lose out in importance; and griev- 
ance handling, so long considered the 
“guts” of the labor movement at the grass- 
roots level, will become less and less vital 
as a union function. 

No doubt, developments such as these 
will place great strain upon union efforts 
to preserve democratic controls within the 
union’s internal structure. With the local 
union meeting declining as a forum for de- 
vising strategy and decision-making, the 
labor movement will seek alternative ac- 
tivities to sustain interest and vitality at 
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this level. We should expect to see, for 
example, increasing efforts to promote 
broad educational programs that will re- 
late the role of the trade unions to the 
whole society. The unions will seek the 
help of universities in providing “liberal 
arts” as well as technical training for their 
rank and file. Generally rising educational 
levels probably will assist this effort. Thus, 
while the local unit may lose out in. play- 
ing a direct role in decision-making, it 
will gain social and educational impor- 
tance that will have the indirect effect of 
increasing the responsiveness of union 
officials to the members’ needs and aspi- 
rations. 


“COLLECTIVIZED” BARGAINING 


Our prognostication also implies that 
bargaining unit structures will change — 
from their present industrial, craft, and 
mixed basis to contours that will follow 
decision programs across plants, com- 
panies, and industries. Under the aegis 
of process unionism, bargaining units will 
tend to be larger, and the American 
collective bargaining scene will be domi- 
nated more than ever by a set of relatively 
few major negotiations. Each national 
union will embrace a small number of 
large units that have in common similar 
technical decision-making processes. We 
do not expect industry-wide bargaining 
necessarily to predominate because specific 
distinctions among industries are likely to 
decrease. Rather we should see a variety 
of collective bargaining structures that 
differ according to the extensiveness of 
decision programs they cover. In some 
cases, they will reach into several indus- 
tries; in others, they will be confined to 
a single industry. Such a zigzag pattern 
of collective bargaining units is likely to 
mean that the typical management will be 








confronted with more than one union in 
its enterprise. 

Because bargaining units will be many- 
faceted and complex, employers will in- 
creasingly attempt to coordinate their 
bargaining efforts. Multiple employer 
negotiations will become commonplace. 
Plant-by-plant and company-by-company 
bargaining will decline in importance. To 
meet the intricate problem of negotiating 
on several fronts and along with other 
enterprises that may or may not share 
common products and services, the busi- 
ness firm will come to rely more and 
more upon agents that specialize in labor 
relations. 

Employer agencies will thrive especially 
with the increasing professionalization of 
the industrial relations function. These 
will grow out of the already proliferating 
labor relations consultant as well as the 
growing specialization of industrial rela- 
tions staff within management. A close 
alliance will probably develop in a profes- 
sional sense between the industrial rela- 
tions specialist within management and 
the outside consultant or employer bar- 
gaining agent. Not only will these func- 
tionaries arise to meet the challenge of 
the new unionism, but also they will be 
necessary merely to screen, scan, compare, 
and evaluate the wide variety of manage- 
ment programs and experiences. Infor- 
mation exchange and strategic planning 
will be widespread practices among man- 
agements. Thus, on the side of manage- 
ment, as well as labor, bargaining will 
take on a less particularized and a more 
collectivized character. 

The precise contour of the typical bar- 
gaining unit of the future no doubt will 
give rise to intricate legal problems. In 
the years ahead we shall see the threshing 
out of the issues before the labor relations 
boards, courts, and in Congress. This 
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activity, too, will enhance the emergence 
of the highly professionalized labor rela- 
tions specialist in both management and 
the unions. 


THE BROADENING OF BARGAINING ISSUES 


Since future industrial decision-making 
will involve long-range planning and de- 
tailed advance programming, labor nego- 
tiations will focus on a broad range of 
issues. They will be geared to the key 
choices which set long-range production 
programs in motion. Formal bargaining 
will take place less frequently; contracts 
will be of longer duration. Not only will 
negotiators deal with the traditional ques- 
tions of wages, hours, fringe benefits, and 
other working conditions, but they will 
also bargain over production program- 
ming, planning, innovation, and invest- 
ment. Major negotiations will probe 
deeply into issues such as private and 
public consumption, education, recreation, 
mental health, urbanization, race rela- 
tions, and perhaps even art appreciation 
and citizen morale. There will be con- 
stant reference to levels of national out- 
put, employment, unemployment, resource 
allocation, foreign trade conditions, and 
world-wide economic development. 

Bargainers will be highly skilled and 
have at their elbows staff assistants fully 
trained in the use of a vast array of com- 
putational techniques. Information tech- 
nology, survey tools, and other newly de- 
veloping concepts from both the natural 
and the social sciences will permit such 
computations. What is decided will gov- 
ern in detail, through knowledge of pro- 
grammed routines, almost all workshop 
behavior and a large share of off-work 
life. 

Moreover, bargains will be closely co- 
ordinated, not so much in the present 
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sense of “pattern following,” but in terms 
of evaluating programs that will affect 
well-being on a national scale for pro- 
tracted periods. Once put into effect, it 
will be extremely difficult to reverse deci- 
sions except to switch to alternative 
courses already programmed in advance. 
So much will hinge upon the bargains 
struck that each negotiation will be ap- 
proached with extreme caution and great 
care. All ramifications of each proposal 
will be analyzed well in advance. Prepa- 
rations for bargaining will take place per- 
haps years ahead of the final negotiations. 
The experts of both management and 
unions will systematically collect informa- 
tion and formulate alternative demands. 
Exchange of information and cooperative 
studies between both sides, on a profes- 
sional basis, will be common procedure 
prior to actual bargaining. Little imple- 
mentation will be left as today to local 
negotiation or to interpretation by arbi- 
tration. 

The climax of all this activity will come 
at the bargaining table. Here, it will be 
abundantly clear that unions are as fa- 
miliar with the planning and program- 
ming problems as management itself. 
Although the labor movement will have 
accepted central planning inherent in the 
new technology, the role of the union 
will be that of critic and assessor of alter- 
native schemes devised by management. 
To perform this function, the union 
leaders will evaluate the long-term and 
almost irrevocable commitments involved, 
by casting the issues in the widest possible 
framework of value choices facing the 
industrial society. 

Bargaining will focus almost exclusively 
on the substantive issues. There will be 
little questioning of the legitimacy of col- 
lective bargaining: union security, recog- 
nition, representation, and the like will 


disappear as major points of controversy. 
The prime purpose of bargaining will be 
the evaluation of management planning 
processes. Unions are certain to insist 
upon reviewing plans and programs and 
upon the right to negotiate their revision 
in advance of being put into operation. 
Decisions on wages, work schedules, fringe 
benefits, and so forth will follow upon 
basic agreements on matters such as the 
nature and evaluation of jobs, installation 
of technological changes, procedures for 
hiring, layoff, transfer, and reassignment 
and the like, for a large portion of the 
workers’ income over a considerable part 
of his future working career will be at 
stake. This kind of “job service” will be- 
come a major function of the union in 
replacing shop-level decision-making. 
Thus, in the years ahead, collective 
bargaining will move more and more into 
the area which A. A. Berle has called the 
corporation’s external power.® Essentially, 
unions will demand clarification of the 
criteria utilized in management’s choice 
of possible programs and plans. This type 
of bargaining will fundamentally focus 
on the basic values at stake in the de- 
velopment of the economy and the rela. 
tionship between life in and _ outside 
industry. Almost every management pol- 
icy will be subject to question, ranging 
from proposed capital investments to do- 
nations to charity or education. How 
these plans fit together with programs in 
the public sector will receive special atten- 
tion. In sum, collective bargaining will no 
longer be the union’s attempt to seek the 
Gompersian “more and more” but a vital 
balance wheel for settling major decisions 
about resource allocation and economic 
development for the whole society. 


* Adolf A. Berle, Jr., Power Without Property 
(New York: Harcourt, 1959), p. 81. 
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GOVERNMENT: “THIRD PARTY”’ 
AT THE BARGAINING TABLE 


As the character of collective bargain- 
ing changes, we predict that government 
scrutiny will grow. This will occur not 
only to forestall disputes in the making 
(many of which would be of serious “na- 
tional emergency” proportions if stoppages 
actually occurred) or to prevent collusion 
that would be injurious to “outsiders,” 
but also, and more importantly, to co- 
ordinate private with public planning. 
More than ever, then, a “third party” will 
be present, at least implicitly, at the bar- 
gaining table. No doubt, behind-the-scene 
maneuvering in the governmental field 
will intensify. 

We can expect the various government 
units concerned with the state of the 
economy to maintain close contact with 
ongoing negotiations. Agencies such as 
the Department of Labor and the Depart- 
ment of Commerce will track the course 
of bargaining developments from their 
earliest stages, continually feeding infor- 
mation to the parties, especially in terms 
of the economic implications of govern- 
ment programs and legislation for collec- 
tive bargaining proposals. Government 
intervention will occur at points much 
sooner than is now the case. 

Such a widened role for the government 
will, in turn, further force the parties to 
give increasing attention to articulating 
their positions. Negotiators will do a far 
better job in stating their goals and as- 
sumptions as they relate operationally to 
national economic and political policy. 

It is not possible here to go into a 
detailed analysis of the political aspects 
of the future industrial relations system. 
But it seems clear that pressures at the 
bargaining table will not only come di- 
rectly from groups within management 
and unions themselves but also through 
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the channels of governmental apparatus. 
We expect that a wider range of interests 
will be expressed loudly as collective bar- 
gaining assumes the critical role of making 
major economic choices. We assume, of 
course, that America will continue to be 
characterized by a pluralistic political 
system — an assumption which we believe 
is well founded, given the political and 
economic institutions that have been his- 
torically established. In such a context, 
it would be incorrect to state simply that 
decision-making will move upward in our 
economic system. Technically, with auto- 
mation and information technology, this 
may appear to be the case. At the same 
time, however, the process will be subject 
to increasing lateral checks brought into 
play not only through collective bargain- 
ing but also through political activity. 


STRIKES: LESS FREQUENT, MORE INTENSE 


The picture we prognosticate is one of 
many conflicting interests centering at the 
bargaining table. Yet, in the next genera- 
tion, we should see the development of 
refined techniques for settling disputes. 
Even though the wrangles over basic 
values will be bitter and _ prolonged, 
strikes and lockouts will be less frequent. 
In periods between negotiations, seem- 
ingly great harmony and goodwill should 
prevail. Government, notably at the na- 
tional level, will provide a wide variety 
of dispute-averting machinery; and the 
parties themselves will develop their own 
private apparatus or human relations 
programs—for handling the dispute 
problems. 

In view of the issues involved, it would 
be surprising if labor-management dis- 
putes should disappear. They will con- 
tinue to occur as the result of confronta- 
tions of differing value systems, not 
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because of lack of information or mis- 
understanding of what the issues are. For 
a major objective of the future trade 
union movement will be conscious exploi- 
tation of the conflict of goals and values 
in the industrial democracy. Thus, we are 
likely to have “man-made” crises arising 
around critical issues that will gravely 
affect the use of available resources, dis- 
tribution of income, flows of consumer 
and capital goods, choice of product, and 
investment. We are not predicting that 
industrial conflict will be a product of 
class struggle or some such revolutionary 
movement, since there will still be a wide 
sharing of common values in American 
society. Rather, collective bargaining will 
bring into sharp relief the alternatives 
that the society may choose. 

What we shall be witnessing will be the 
culmination of a major feature of modern 
large-scale organization. Such entities 
will be seen for what they actually are — 
congeries or coalitions of different interest 
groups which work together for given 
objectives only so long as some set of 
noncongruent goals is satisfactorily ful- 
filled. At times when critical decisions are 
to be reached, these differences are bound 
to emerge with great intensity. 

However, we should expect that con- 
flict will be evenly controlled. Grievance 
walkouts, wildcat strikes, and deliberate 
slowdowns are likely to become infrequent 
as programming ensures well in advance 
the expected performance and _ behavior 
at work, rewards and penalties, and rights 
and duties. Conciliation also will empha- 
size preventive approaches; and as noted, 
the government will be ever present to 
“intervene” when disputes threaten, 


backed up by laws which will permit 
resort to a wide variety of dispute-settling 
machinery. Use of mass media, moreover, 
will fully publicize the nature of the dis- 
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putes and will help to legitimate outside 
pressure applied upon the parties. “Pri- 
vate” collective bargaining will become 
highly public. 


MANAGEMENT: CENTRALIZED BUT CONTAINED 


Information technology promises to re- 
verse current concepts of business and 
bring about management organization re- 
centralization. However, at the same 
time management will operate in a “fish- 
bowl.” This will be a system of contained 
centralization. As a result, future indus- 
trial relations will force corporations to 
give major attention to their own social, 
political, and economic roles, since busi- 
ness leaders, managers, planners, and 
programmers will find themselves increas- 
ingly sharing both their decision-making 
functions and their thinking with counter- 
part functionaries in unions and govern- 
ment. 

It will be necessary for management to 
gain a clear perspective of the environ- 
ment and to evaluate proposed courses of 
action and policy. In order to present, 
convincingly, their own goals and the 
means of attainment, businessmen will 
necessarily devote a large portion of their 
energies to labor relations, for in this area, 
managerial skills will be put to their most 
acid test. The need will be for top execu- 
tives who are not only highly imaginative 
in the use of sophisticated informational 
and computational techniques but who 
are also deeply understanding of the so- 
cial, political, and economic forces at 
work, 

The major challenge to management 
within the future industrial context will 
be whether leadership of such caliber can 
be developed. In the years ahead, man- 
agements will be greatly tempted to re- 
ward technical proficiency and the ability 





to master the detail of the new technology. 
Yet ability to examine premises of alter- 
native value systems, creative imagination 
to devise resolutions for conflicting inter- 
ests, and a profound sense of the nature 
of American society and its place in the 
world will also be of prime importance in 
the training and selection of management 
decision-makers. Unless these qualities are 
carefully nurtured, the continued viability 
of private enterprise will be gravely 
threatened. 
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We should welcome the sharp confron- 
tation of values that is bound to arise in 
the years ahead. The coming revolution 
in technology and organization will pre- 
sent an unprecedented opportunity for 
choosing the kind of society we want. 
Industrial relations will be a major focal 
point for this choice. By providing for 


expression of and responsiveness to deimo- 
cratic processes, the industrial relations 
system will play a key role for the entire 
society. 

















Instalment Credit in the Affluent Society 


Donald F. Blankertz 


Instalment credit has played an impor- 
tant role in the development of the auto- 
mobile industry and of other industries 
producing consumer durables. The rapid 
growth and great diffusion of ownership 
of such technological innovations among 
the populace without the instrument of 
instalment credit is difficult to imagine. 
Contributions of instalment credit, none- 
theless, are seldom noted. 

What is emphasized is criticism and 
worry. We herald increases in sales of 
durables but worry about the accompany- 
ing increases in consumer debt. We worry 
that families are heading for mass bank- 
ruptcy — and the fact that this does not 
happen does not stop the worrying. We 
worry that storekeepers will go broke en 
masse — and they do not. We worry, and 
somewhat more legitimately, about finan- 
cial instability — and seem often disposed 
to solve the problem by throwing out 
the baby with the dirty bath water. 

Oddly enough — and of all places! — 
one finds these same dreary, traditional 
viewpoints set forth anew in The Affluent 
Society by John Kenneth Galbraith.’ 
Having labored so stoutly to remove the 
intellectual shackles of “the conventional 
wisdom,” he here wears them proudly 
himself. This comment is not to be taken 





* Boston: Houghton, 1958. 
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as criticism of the book. The point, 
rather, is that the author in this case is 
wholly inconsistent with his general argu- 
ment. As will be suggested later, this 
may be due to a lack of understanding of 
the function of marketing in a modern, 
affluent economy. 


THE CASE AGAINST CONSUMER CREDIT 


The title of Chapter 14, a parody on 
O’Neill, is “The Bill Collector Cometh.” 
The case against consumer credit is stated 
as follows: 


The immediate danger in the way wants 
are now created lies in the related process of 
debt creation. Consumer demand thus comes 
to depend more and more on the ability and 
willingness of consumers to incur debt. And 
there are aspects of this debt creation which 
are inherently unstable. 

An increase in consumer debt is all but 
implicit in the process by which wants are 
now synthesized. . . . it is a brief and obvious 
step from stimulating their desire by advertis- 
ing to making it effective in the market with 
a loan. .. . The great increase in consumer 
indebtedness in our time has been widely 
viewed as reflecting some original or unique 
change in popular attitudes or behavior. 
People have changed their view of debt. 
Thus there has been an inexplicable but very 
real retreat from the Puritan canon that re- 
quired an individual to save first and enjoy 
later. In fact, as always, the pieces of eco- 
nomic life are parts of a whole. ... The 
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process of persuading people to incur debt, 
and the arrangements for them to do so, are 
as much a part of modern production as the 
making of the goods and the nurturing of the 
wants. The Puritan ethos was not abandoned. 
It was merely overwhelmed by the massive 
power of modern merchandising. 

Viewing this process as a whole, we should 
expect that every increase in consumption will 
bring a further increase —- possibly a more 
than proportional one —in consumer debt. 
. . . The evidence is already impressive. . . . 

One wonders, inevitably, about the tensions 
associated with debt creation on such a mas- 
sive scale. The legacy of wants, which are 
themselves inspired, are the bills which de- 
scend like the winter snow on those who are 
buying on the instalment plan. By millions 
of hearths throughout the land it is known 
that when these harbingers arrive the repos- 
session man cannot be far behind. Can the 
bill collector be the central figure in the good 
society?” 


The imagery is fresh, but the “dismal 
economics” theme is not. Indeed, this is 
almost a picture of mass lunacy. From 
advertising as waste we can afford® we 
now have “the massive power of modern 
merchandising” overwhelming the undif- 
ferentiated blobs of desire which are 
consumers. Mismanagement of family 
finances is assumed, and this old parade 
of “the imaginary horribles” now includes 
the wolf of repossession: sitting on every 
doorstep. 

The argument, in short, is negative. It 
considers economic ills and social ills; but 
it envisions no social benefits. Let us seek 
a broader perspective. 


THE BASIC DISPARITY OF NEEDS AND INCOME 


Consumers in our society are the vic- 
tims of several maladjustments in eco- 





* Pp. 199-201. 

*See “The Unseemly Economics of Op- 
ulence,” in American Capitalism: The Concept 
of Countervailing Power (Boston: Houghton, 
1952). 


nomic affairs. The greatest of these, 
perhaps, is the disparity of needs and in- 
come in critical phases of the life cycle of 
a family. 

Graphs of income and needs for typical 
families would show that income is low 
in the beginning and tends to rise steadily 
until retirement. Needs, however, start 
large and tend for a while to increase as 
the family enlarges and matures, then 
they drop sharply as children leave the 
home. In general, needs tend to be largest 
when income is near its low and income 
tends to be largest when needs are at 
their low. 

Now, it is not difficult for a typical 
family to balance its budget over the life 
cycle. So few die destitute in our affluent 
society that this rates as news. The usual 
questions, for both heirs and the curious, 
are, How much was left, and to whom? 

What is very difficult is to keep a bal- 
anced budget in the young family. Mar- 
riage and the beginning of a family create 
very real needs. The first is for a home. 
The young couple may rent or they may 
mortgage, or they can look to their par- 
ents to share their home or to give the 
bride and groom one of their own. The 
usual decision (with public approbation) 
is to mortgage when possible and to rent 
when not. Even the Protestant, or Puri- 
tan, ethos made this concession long ago. 
Over the life cycle this bargain struck 
with society works out. Foreclosures have 
not been a national problem, except dur- 
ing depressions. Dr. Galbraith, I am cer- 
tain, would readily agree that this disaster 
is not one of individual improvidence due 
to assuming the risk of a mortgage but 
rather is a failure in national economic 
policy and management. All the reforms 
which he urges so cogently, such as 
cyclically graduated compensation for the 
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unemployed and a redress of the social 
balance, would mitigate this risk. 

But a home merely as shelter against 
the elements is not the only need of the 
newlyweds or the young parents. Equip- 
ment for heating the home, for cooking 
meals and refrigerating food, for washing 
clothes and cleaning carpets, and perhaps, 
some few amenities of radio, or television, 
or air conditioning, or food freezers, or 
clothes dryers are technologically and 
socially quite essential. Their total ab- 
sence would be peonage for the wife, and 
probably also for her hapless mate. In 
1890 in Middletown,* according to the 
Lynds, durable goods were so few that 
scissors were commonly mentioned in 
wills. Let him who will furnish his bride 
today with a scissors as her largest and 
most valuable of possessions even with a 
scrubbing board thrown in. Most brides 
would be less than ecstatic with such a 
kit of household tools. 

If the needs of young families for house- 
hold equipment are to be met, then a new 
problem is posed. The equipment will be 
costly and it may last (whether in the 
hands of the first possessor or not) for 
ten to fifteen years. Purchase for cash 
rarely is possible. Going into debt, as for 
the home itself, is the usual answer. But 
a most curious anomaly now appears. 

Mortgaging the home even for twenty 
years or more is not only feasible but 
also is socially acceptable. Mortgaging 
the household equipment which makes the 
home usable is seldom possible; and the 
use of instalment credit to minimize 
the burden is limited in time and in 
amount, and even then is viewed with 
shame and suspicion. 

Both are forms of debt. One form has 
been rationalized by society. The other 
form, instalment credit, carries most of 
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the old weight of opprobrium. Viewed 
socially and for an affluent society this 
opprobrium is a canard. Should the folk- 
lore euphemize the word “debt” into its 
real equivalents, such as “an advance on 
future income,” or “a capitalization of 
earning power,” then that would be hailed 
as wisdom which now we deplore as irre- 
sponsibility. Such is the magic of termi- 
nology and myth. 

If society asked a social actuary to 
analyze the problem he would have few 
qualms. The risk of insuring purchases 
of both home and equipment is calculable 
and not immense. An affluent society 
which underwrote a million or two new 
families this year in their purchase of a 
home and a full stock of durable goods 
would take no great risk. The earning 
capacities and potentials and the needed 
integrity are there. Death and illness in- 
evitably would prevent some families from 
repayment on time or in full. These same 
identical risks are insured every day, and 
the more such insurance the greater the 
approval of society for the private insuree 
and the prudential insurer. 

A final irony may be noted. In some 
modern housing developments builders 
are offering for sale homes with many 
durable goods already installed. The 
“package” is sold on long-term mortgages. 
Horror of horrors. The durable goods in 
the package, normally sold on instalment 
credit or for cash, will largely moulder 
into rust and ashes before the final 
mortgage payment is made. A hue and 
cry would be raised both for those who 
offered such terms and those who ac- 
cepted them for durable goods alone. No 
such hue and cry now is evident. Could 
it be that by blessing the transaction with 
the sanction of the word “mortgage” 
mortals have appeased the wrath of the 
gods in the economic pantheon? 
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A blunt answer to Galbraith’s question 
on the bill collector is possible. Debt is 
the device uniquely capable of redressing 
the imbalance between needs and income 
over the life cycle of families. 


THE DISPARITY BETWEEN PURCHASE AND USE 


Another basic disparity in economic 
affairs is that between purchase and use. 
Using Galbraith’s terminology, the prob- 
lem here is due to the synthesizing of 
consumption not by advertising but by 
technology. Science is the villain of the 
piece. The ancient tasks of the housewife 
have been synthesized into durable goods. 
Now it is necessary, in order to get a 
daily flow of the consumption utilities of 
clean dishes, clothes, and carpets and 
edible food, to invest in durable goods. 
(True, the housewife might still wash by 
hand and cook in the fireplace and work 
by candlelight and take her music by 
private humming. She might. What brave 
man will insist she do?) 

It was not advertising that created 
these needs, or desires, for clean bodies, 
clothes, and home, for warmth, edible 
food, and the minor graces of music and 
entertainment. But it was technology 
that turned them into elaborate instru- 
ments of considerable cost which will 
render each day their small tribute of 
consumption utilities. Modern conveni- 
ences, to use the euphemism, last a long 
time and must be paid for quickly. The 
bride’s first burnt offering of food comes 
from a contrivance that will last a decade 
or more. The warmth of the oil burner 
and the coolth of the air conditioning may 
even outlast the family itself. 

Technology has made it necessary to 
invest in some of the commonest and 
neediest of consumption utilities. The 
stove, washing machine, or refrigerator 


lasts ten years or more (whether in the 
possession of the first buyer or not is 
immaterial). This need to invest in con- 
sumption has not been clearly recognized. 
A family can pay as it goes by sending 
clothes to a laundry; but if the wife does 
it herself then technology has made an 
investment necessary. 

The consumer, the bemused victim in 
this drama of science and finance, has 
sought his relief in instalment credit. 
Although he must still invest in consump- 
tion, the full outlay is postponed somewhat 
and his ten-year investment, when paid 
for, may have yielded as much as three 
years of consumption service (36 months 
being the usual maximum term available 
for instalment credit). Further extension 
of time, if permitted, minimizes invest- 
ment and brings purchase and use closer 
together. 

Viewed socially, the remedy is obvious. 
A good society would make it possible to 
consume the utilities provided by con- 
sumer durable goods as they are pur- 
chased. Instalment credit is a very im- 
perfect device; but it is the best yet put 
into common use. A good society that 
lacked the instrument of instalment credit 
would find it necessary to invent it. 
Unless it is available in a technological 
age the consumer commonly must face 
deprivation. If he invests, debt is the 
almost inevitable concomitant. Payment 
on debt is but the usual practice of 
amortization, although in our folklore we 
do not chastise the bill collectors of cor- 
porations as they clip their coupons. Per- 
sonification of the processes of finance into 
“the bill collector” is obfuscation, not 
clarification, of issues. 


THE BUGABOO OF REPOSSESSABILITY 
A good example of a frozen attitude, 
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or economic Niobe, is the usual preoccu- 
pation with repossessable value. A trans- 
action in which the purchaser’s debt is or 
becomes greater than the resale value of 
the goods if repossessed is, in the conven- 
tional wisdom, unsound. And why? Be- 
cause of distrust of men’s honesty. High 
equity must overbalance high inequity or 
men will yield their goods to unwise 
debtors. Occasionally, they have done so. 
The evidence suggests, however, that this 
has been due largely to what on other 
occasions we designate as acts of God. 
Sickness, death, fire, loss of job, divorce, 
and such reasons are common causes of 
repossession. 

When men’s clothes first were sold on 
the instalment plan, the Cassandras were 
in full voice. On the basis of a dollar 
down and a dollar a week the suit as 
second-hand goods had little resale value 
when the buyer walked out of the store. 
That the consumer did pay off and the 
retailer did survive has not stilled fears for 
the dark future. Few persons rose to re- 
mark that a man’s suit, by definition a 
soft good and nondurable, usually was 
possessed longer than his car, a hard good 
and a durable by definition. Such is the 
power of preconception. The equity in a 
trip to Europe to be paid for over the 
following year is a more recent fact to 
conjure with. And should we view with 
great alarm loans to be made by our gov- 
ernment to students to finance their edu- 
cations, for what is the resale value of a 
trained mind? 

This nonsense is dispelled by a social 
view of a modern economy of relative 
abundance. Faith in the integrity of bor- 
rowers in the affluent society is needed. 
The social problem of adjusting income 
and needs over the life cycle of families 
and of adjusting the purchase and use of 


utilities derived from durable goods is 
paramount. The rest is but a matter of 
mechanical arrangements. Galbraith urges 
us to forget our fear that an unemployed 
man compensated for unemployment will 
become a permanent ward of society. By 
what view of human nature can he quiet 
this fear and yet be alarmed that men will 
not meet contractual obligations? Neither 
the idler nor the dead-beat is a central 
figure in our society. 


THE BURDEN OF POSTPONED CONSUMPTION 


The Puritan canon, as Galbraith re- 
minds us, was “save first and enjoy later.” 
Enjoy is a curious word for a Puritan 
when applied to temporal affairs. Ye shall 
wash your clothes by the sweat of your 
brow and refrain from enjoying the 
sybaritic pleasures of a machine that 
tumbles your dirty linen in detergent seas. 
Is this what is meant? Then science is 
not only a holy cow but a holy terror, 
and the long march of civilization has 
always been backwards. 

The sure instincts of humankind 
have abandoned such spurious theology. 
Pounding the family wash on the rocks of 
the nearest unpolluted brook has an air 
of Rousseauan charm; but the first Bos- 
tonian who tries it will be hied to the 
gaol. And Fortune, that remarkably pro- 
gressive business magazine, may fulminate, 
as it did, in one of the most reactionary 
articles it ever published, on “Budgetism: 
The Opiate of the Middle Class”; but 
the modern family will continue to allo- 
cate its resources by monthly payments. 
For this is the service rendered to debt, 
and debt is the salvation of the time lapse 
between need and income and between 
investment in durable goods and the 
daily pittance of utilities they yield. 
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A good Neanderthal wife had no rea- 
son to moan the lack of detergents or 
But let’s face it: the 
washing machine is here to stay. The wife 


tumbling action. 


without it will spend a large amount of 
time inefficiently doing a simple task in- 
effectively. She could wait for years for 
this and other mechanical contrivances, 
but a considerable sacrifice of her time, 
beauty, and motherly and wifely duties 
would be entailed, not to mention the 
impalpable but outrageous slings of com- 
ment from her neighbors and friends. 
Galbraith has shown succinctly (p. 117) 
that even so mild a recession as that of 
1953-54 caused a loss of some $24 billion 
of production otherwise available. And 
he remarks with appropriate sarcasm (p. 
127) that “inventions that are not made, 
like babies that are not born, are rarely 
missed.” In similar fashion we need to 
calculate the loss to consumers of having 
to wait for a stove or a refrigerator until 
they can pay cash for it. Society has been 
so structured that the burden of post- 
poned demand is large and increasing. 


SOCIAL VS. PRACTICAL PROBLEMS | 


The emphasis of this essay is entirely 
upon social aspects of consumer debt. No 
denial, implicit or explicit, that there are 
practical problems is intended. The pri- 
vate lender will need to assess individual 
risks. The Federal Reserve Board will 
have to worry about factors of instability 
in debt of whatever kind. (That recently 
consumer debt of all kinds totaled $145,- 
500,000,000 and consumer assets $1,286,- 
500,000,000 may help to ease its worry.) 

These and other practical aspects have 
been analyzed many times. In The Eco- 
nomics of Instalment Credit by Reavis 


Cox® all available evidence is marshaled, 
including facts relevant to the social view. 
The totality of evidence does not reveal 
practical abuse of the instrument of in- 
stalment credit. 

For present purposes, the argument can 
be made that if a social view of consumer 
debt is grasped firmly the “practical” 
problems will disappear in part and be 
made easier of solution in general. 


CONCLUSION 


The instrument of instalment credit 
when viewed socially is eminently re- 
spectable. It fails socially not through 
foolhardiness but through undue caution. 
One leap of imagination away lies a 
solution to serious disparities between in- 
come and need over the life cycle of 
families and to the disparity between pur- 
chase and use imposed by technology. The 
good and affluent society can do no less 
than to seek for further reduction of these 
disparities. 

Galbraith has been inconsistent in urg- 
ing broad social reforms and condemning 
instalment credit at the same time. His 
failure seems to lie in his cavalier treat- 
ment of marketing. Modern marketing 
management and its handmaiden, mar- 
keting research, cannot be taken as adver- 
tising excesses and waste on the one hand 
or as overwhelming power for creating 
demand on the other. 

Ours is a society rooted in the convic- 
tion of the worth of the individual. This 
extends to the individual as a consumer. 
Parlin’s ringing declaration, “The Con- 
sumer Is King,” is not a platitude, and 
more than advertising is in mortal danger 
if it becomes but a platitude. Among the 
changes that have come with growing 
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affluency and decreasing scarcity is that 
marketing is usurping the role of alloca- 
tion of resources so long ascribed to the 
price mechanism. Translating techno- 
logical innovations into perceivable and 
real consumer satisfactions, adaptation of 
products to demand, allocation of re- 





QUARTERLY REVIEW OF ECONOMICS AND BUSINESS 


sources, and the design and effective use 
of methods — including instalment credit 
— for distribution are among the tasks of 
modern marketing. Further understand- 
ing of these fundamental tasks is impor- 
tant even in this affluent society which we 
have built so much better than we knew. 





University Education for Business 


John Philip Wernette 


Economic growth, national economic 
strength, and individual economic well- 
being are important goals—for both 
domestic and international reasons. A 
vital factor in achieving these goals is 
productivity — often measured by output 
per man-hour. Productivity is influenced 
in several ways by the number of com- 
petent business managers. The number 
of competent business managers is influ- 
enced by the extent and quality of educa- 
tion for business. Business education, 
therefore, is important not only to business 
educators, business students, and business- 
men, but also to the citizenry in general. 
The importance of the number of com- 
petent business managers and of business 
education is not limited, however, to their 
influence on productivity and material 
well-being. The actions of business man- 
agement and the content of business 
education are also significant for their 
broader economic and social impact. 
They contribute to attaining better work- 
ing conditions, to gaining more leisure, 
and to achieving the firm material foun- 
dation for the Good Life and the Good 
Society that thoughtful men have been 
talking about for so many centuries. 


COLLEGIATE BUSINESS ED' CATION: 
AN AMERICAN PHENOMENON 


In view of the importance of business 
education, one might suppose that the 


subject would be stressed all over the 
world and taught widely in colleges and 
universities. Actually, however, outside of 
the United States of America there is 
little collegiate instruction in business 
administration. In recent years, to be 
sure, a few colleges in other lands have 
begun to offer instruction in business ad- 
ministration. This action has represented 
a notable departure from academic tra- 
dition in these nations. Business admin- 
istration not only has not been a subject 
offered in foreign colleges and universities, 
but, indeed, academic circles have been 
positively opposed to such offerings. 

If one seeks reasons for this condition, 
the search is difficult. Doubtless one rea- 
son is the exaggerated respect for tradition 
that prevails in academic and in other 
circles — especially in older civilizations. 

Another reason involves the low social 
position of businessmen in most countries. 
Throughout human history and still today 
throughout most of the world, the top 
social position is accorded to the people 
who inherit position or property, or both 
—the nobility and the landed gentry. 
Many of these persons do not need or do 
not wish to work, to earn an income. If 
they do go to work, there may be only a 
few occupations to which they can turn 
without injuring their ‘social standing. 
(These occupations are also permissible 
for persons desiring to improve their 
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social position.) The man who already 
has or who aspires to social position may 
serve as an officer of the armed forces, 
as a cleric in the socially favored church, 
or as a government official; or possibly 
he may work as a lawyer, a physician, or 
a university professor. (If he chooses this 
last occupation he may, to be sure, be 
thought eccentric; but his social standing 
may not be injured.) 

Sometimes the line between the accept- 
able and the unacceptable is drawn in a 
surprising manner. In England, for ex- 
ample, investment banking (“merchant 
banking”) is a suitable occupation for a 
gentleman; but commercial banking is 
not. Hence the investment banking firms 
contain many old school ties; the Big Five 
banks but few. 

Businessmen—by contrast—enjoy little 
or no social standing in most countries 
and may actually be looked down upon 
as scoundrels and knaves. (Indeed, this 
attitude is not without some justification 
in some places.) In these lands bright 
young men from good families tend to 
avoid going into business because doing 
so would injure and perhaps even ruin 
their social standing. (“Poor Dripping- 
ham! He had to go into trade, you 
know.”) In such a social milieu, it is 
altogether natural that universities would 
not offer training in business.’ 

Contrast all this with the situation in 
the United States. Here the “nobility” 
includes “lumber barons,” “textile ty- 
coons,” “merchant princes,” and “steel 
kings.” Bright young Americans of good 
families are not deterred from going into 
business by social considerations. He who 
goes into business and is successful, if he 





*It is true that in some countries the social 
acceptability of businessmen has been going up; 
but, to date, the rise has been small. 





is an honorable man and if his wife is 
attractive, can count on achieving social 
advancement — unless he lives in Boston, 
Massachusetts, or Charleston, South Caro- 
lina. 

In accordance with this different social 
attitude toward business, American uni- 
versities, laying aside the Old World atti- 
tude toward commerce and industry, long 
since took the eminently sensible step of 
making the study of business administra- 
tion a division of higher education. 


TWO BOOKS ON BUSINESS EDUCATION 


If collegiate education for business is 
important, it is equally important that it 
be good education. How good is it? Two 
recent books suggest that — on the whole 
— it is not very good. 

One book is entitled The Education of 
American Businessmen, by Frank C. Pier- 
son and other writers. It resulted from 
studies supported by a grant of the 
Carnegie Corporation of New York, and 
was published by McGraw-Hill. The 
other, Higher Education for Business, was 
written by Robert Aaron Gordon and 
James Edwin Howell. It was supported 
by a grant from the Ford Foundation and 
was published by the Columbia Univer- 
sity Press. 

These are important books. They con- 
tain an immense amount of information 
about the history, development, and 
nature of business education. They are 
valuable reading for every officer of a 
collegiate business school. Such a reader 
will be instructed and stimulated. The 
books provide a useful basis for discus- 
sions by faculties. They surely will stimu- 
late improvement in the quality of busi- 
ness education. The excellence of these 
books lies in their detailed description and 








evaluation, not in the summary statements 
that are offered at the beginning of each 
volume. 

These summary statements are weak- 
ened by the heterogeneity of American 
business schools. The range of differences 
in collegiate business education is im- 
mense. As Gordon and Howell say 
(p. 20), there are 160 separately organized 
schools of business and more than 400 
formal degree programs offered by depart- 
ments or divisions. Some are large, others 
are tiny; some are old, others are new. 
Most important of all, some are excellent, 
others are poor. 

This condition means that it is difficult 
if not impossible to present general state- 
ments or conclusions of central tendencies 
— prose “averages” — that are really sig- 
nificant. 

The Pierson volume recognizes the ex- 
istence of this great range more than does 
the Gordon-Howell book. Nevertheless, 
the principal conclusions of both are pre- 
sented in terms of business education in 
general. As thus presented, the descrip- 
tions and appraisals apply to all business 
schools. This makes them—in many 
cases — inapplicable, misleading, or down- 
right wrong. 


The Pierson Volume 

The Pierson book comprises 24 chap- 
ters, 13 of which are by other authors. 
It is a comprehensive work, involving his- 
tory and description of schools, curriculum 
development, and other programs in busi- 
ness administration. 

The excellence of most of the book con- 
trasts markedly with the author’s own 
summary statements. Professor Pierson 
presents a summary of his views in an 
introductory section entitled “Preview of 
Findings.” The following sentences taken 
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from that section represent his principal 
conclusions. 


(1) The purpose of this study is to assess 
different approaches to academic preparation 
for business careers. 

(2) The central problem confronting this 
branch of higher education is that academic 
standards need to be materially increased. 

(3) The most acute problem exists in the 
four-year undergraduate schools, since only 
the barest handful of these institutions screen 
applicants or impose exacting standards for 
graduation. 

(4) Against this consideration is the no less 
compelling need to provide adequate educa- 
tional facilities for great numbers of students 
of diverse ability who will pursue a variety of 
business careers. The programs of study 
should be diversified enough so each student 
can carry his development just as far as his 
capacities will permit. 

(5) Stated briefly, the special area of un- 
dergraduate and graduate business schools ap- 
pears to lie in the application of general 
knowledge and scientific methods to signifi- 
cant issues of business policy. 

(6) The most promising development in 
this field is the increasing emphasis being 
placed on management’s responsibilities for 
formulating and carrying through decisions. 

(7) The besetting weakness in this branch 
of education, as perhaps in many others, is 
the tendency to build up areas and subareas 
far beyond their true academic worth. 

(8) Implicit in the conception of business 
education set forth in this study is the prime 
role which should be accorded research. 


APPRAISAL OF THESE VIEWS 

Certain of these conclusions — numbers 
1, 4, 5, 6, and 7—are statements that 
would command much agreement among 
knowledgeable people without extensive 
documentation. There might be discus- 
sion and disagreement about number 8; 
some analysts might question giving the 
prime role to research. They might sug- 
gest that the prime role belongs to 
teaching. 

Numbers 2 and 3, however, need to 
rest on firm supporting evidence. Little 
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evidence is presented relative to number 2 
(academic standards need to be materially 
increased). The term “academic stand- 
ards” does not appear in either the index 
or the table of contents. Of course, 
standards are not so high as they ought to 
be. They never have been and they prob- 
ably never will be. This is true, however, 
of all areas of education — the situation is 
not peculiar to business education. 

The argument in support of number 3 
(inadequate standards for admission and 


graduation) appears on page 59. 

For undergraduate business schools which 
admit students as freshmen, admissions stand- 
ards are now largely decided on a university- 
wide basis. Looking ahead, there seems no 
reason why this should be universally true. 
Schools of architecture or engineering which 
admit freshmen are generally not bound by 
the admissions standards applicable to other 
students. If business schools continue to ac- 
cept students in their first year, they should 
be permitted to establish standards equivalent 
to the stronger branches of instruction, though 
perhaps little progress can be made in this 
direction until this field of study becomes 
more clearly defined. As matters now stand, 
the admission policies of four-year undergrad- 
uate business schools in 1955-1956 are sum- 
marized in Table 4-1. These ninety-cight 
schools, which in that year accounted for 
over 90 per cent of all undergraduate business 
degrees granted under accredited four-year 
programs, are divided about equally between 
public and private institutions and between 
those who are members and nonmembers of 
the American Association of Collegiate 
Schools of Business. In all but a few cases 
the admissions standards of these schools are 
the same as for the parent institution with 
which they are affiliated. 


These sentences relate to admissions 
only. The term “standards for gradua- 
tion” does not appear in either the index 
or the table of contents. 

What do these sentences really say? 
They do not say that only the four-year 
undergraduate business schools of Amer- 


ican universities do not screen applicants. 
They say that many large American uni- 
versities have low admissions standards. 
If this is true, it is misleading to suggest 
— as conclusion number 3 asserts — that 
the business schools are especially weak in 


this respect. 


SOME MAY BE BETTER THAN AVERAGE 

Several passages in Pierson’s book sug- 
gest that some business schools are better 
than the general level in various respects. 
For instance, his conclusion number 3 — 
that the most serious problem exists in the 
four-year undergraduate schools — is mod- 
ified by the following statement.” 


There is some evidence to indicate, how- 
ever, that the 2-2- and 1-3-year schools have 
established broader programs than the 4-year 
schools (see especially Table 9-1). This is 
hardly surprising since presumably the liberal 
arts tradition is strongest at institutions which 
require a common program of general educa- 
tion in the freshman or freshman-sophomore 
years. The difference between the two groups 
of schools show up more in qualitative than 
in quantitative measures. According to the 
interview reports, almost all the schools which 
have pioneered in broadening programs, in- 
troducing stiffer requirements, emphasizing 
problem solving or case analysis, and unifying 
the student’s work as a whole have embraced 
the 2-2- and 1-3-year pattern; relatively few 
of the four-year schools are in the vanguard 
of this movement. Many factors, such as the 
financial resources and prestige of the parent 
institution, teaching loads, quality of the fac- 
ulty, and the like, lie behind this difference in 
the two groups of schools; as emphasized in 
Chap. 4, perhaps the outstanding difference 
between these schools is that the 4-year insti- 
tutions pursue relatively lax admissions poli- 
cies. Whatever the explanatory factors may 
be, it is noteworthy that schools with broader 
and more rigorous standards have generally 
chosen the 2-2- and 1-3-year pattern of in- 
struction. (pp. 225-26) 





* The “2-2” term refers to a business school 
which admits students in their junior year, after 
two years’ previous collegiate work. 


In addition to the foregoing statement, 
the book also makes a few other references 
to the fact that some schools have ele- 
ments of excellence. On pages 45, 47, 64, 
230, and 297, reference is made to schools 
that have higher standards and better pro- 
grams. The names mentioned most fre- 
quently are Chicago, Columbia, Harvard, 
Michigan, Stanford, and Tuck. (I hasten 
to add that tabulating this list is not meant 
to imply that these half-dozen institutions 
are the only excellent business schools. ) 


The Gordon-Howell Book 


Gordon and Howell present their eight- 
een chapters under these headings: the 
present state of business education; needs 
to be served — the development of busi- 
ness competence; a critical survey of busi- 
ness curricula; students, faculty, teaching, 
and research; and the need for action. 

Here also the detailed information and 
appraisals are better than the authors’ 
general conclusions, which are presented 
in the following sentences. 


Collegiate business education is largely a 
product of the twentieth century. Today it is 
a restless and uncertain giant in the halls of 
higher education . . . gnawed by doubt and 
harassed by the barbs of unfriendly critics. 
It seeks to serve several masters and is assured 
by its critics that it serves none well. The 
business world takes its students but deprecates 
the value of their training, extolling instead 
the virtues of science and the liberal arts. It 
finds itself at the foot of the academic table, 
uncomfortably nudging those other two step- 
children, Education and Agriculture. It is 
aware of its ungainly size and views appre- 
hensively the prospect of still further growth, 
knowing that even now it lacks the resources 
to teach well the horde of students who come 
swarming in search of a practical education. 
(p. 4) 


. . . While the uncertainty we have noted 
exists as to what is the best kind of education 
for business, some things do seem to be clear. 


One of them is the low level and narrow vo- 
cational character of much collegiate business 
education. Nearly as well documented is the 
failure of most business schools to develop in 
their students the qualities of mind and char- 
acter and the kinds of professional-type skills 
for which business and society have the great- 
est need. 

For these and other reasons, there is, as we 
have noted, strong and widespread dissatis- 
faction with the quality of business education 
in American colleges and universities today. 
What passes as the going standard of accepta- 
bility among business schools is embarrassingly 
low, and many schools of business do not 
meet even these low standards. While the 
schools are still bedeviled by uncertainty, 
there is growing recognition that the present 
situation is intolerable. The gap between 
what society needs and what the business 
schools are offering has grown wide enough 
for all to see. 

While the feeling of dissatisfaction is wide- 
spread, it is important to stress the even 
stronger feeling of uncertainty. It is probably 
safe to say that in no other area of profes- 
sional education (unless it be education for 
teaching) is there so much uncertainty as to 
what constitutes a proper educational back- 
ground for professional practice, or are exist- 
ing educational standards and practices viewed 
with greater skepticism. Despite their size 
and entrenched position, the business schools 
have not yet reached agreement as to what 
their objectives should properly be and how 
these objectives might best be attained. At 
one extreme are the best of the graduate 
schools. At the other extreme are the worst 
of the vocational schools that find residence 
on a college campus. (p. 6) 


In summary, the authors state that most 
business schools are pretty poor, some are 
even worse, and a few have elements of 
excellence. This last thought is reflected 
in another statement. 


Of the schools that do maintain reasonably 
high standards at the undergraduate level, 
most are two-year schools that do not have 
the burden of accepting and then screening a 
large group of freshmen, as do the four-year 
schools. (p. 328) 


Some of the authors’ statements outrun 


aaa ccaa aaa a 


UNIVERSITY EDUCATION FOR BUSINESS 41 











42 QUARTERLY REVIEW OF ECONOMICS AND BUSINESS 


the evidence and occasionally seem to be 
personal opinions. Indeed one wonders 
whether a characteristic of the authors is 
excessive modesty — a reluctance to iden- 
tify conclusions as being their opinions. 
To be sure, on page 328 they begin an 
unfavorable observation with the words 
“We suspect ... ,” but this wording is 
rare. Phrases of this kind would have 
been appropriate in many places in the 
volume. Modesty should have yielded to 
accuracy; and the appropriate introduc- 
tory words should have been inserted 
more frequently. 


THE CONTENT OF BUSINESS EDUCATION 


Business and education for business — 
like other human activities — experience 
fads from time to time. A common char- 
acteristic of these fads is that many of 
their proponents believe them to be en- 
tirely or mostly new, whereas there may 
be little new in the movement other than 
its name. Another characteristic is that 
enthusiasts see the fad as being much 
more vital and important than it ac- 
tually is. 

One such fad — many decades ago — 
was “scientific management.” This move- 
ment, largely associated with the name of 
Frederick W. Taylor, had considerable 
merit. During its vogue, however, the 
characteristics mentioned above were 
strikingly true of it. 

About two decades ago, there began a 
movement labeled “human _ relations.” 
This concept, too — for a time — seemed 
to overshadow all other aspects of business 
management. So vigorous, indeed, did 


this movement become that a great deal 
of softheaded thinking got into the writ- 
ings on the subject. With the passage of 
time, it has assumed its reasonable place, 
as people realized that many of the ideas 


that were important in the field of human 
relations had been known for a long time: 
and, furthermore, that—important though 
human relations are in all of business — 
the concept and related usages need to be 
handled with skill. 

In more recent years came a vogue re- 
lating to the “behavioral sciences.” For 
a time it seemed as if scarcely any field of 
study and activity involving human beings 
— including business administration — 
could be supposed to rest on a firm foun- 
dation unless that foundation consisted of 
(more or less scientific) materials derived 
from what came to be called the behav- 
ioral sciences. 

At about the same time, a type of ac- 
tivity called “operations research” loomed 
large and strong as a management activity, 
too. Its potentialities were exaggerated 
and the wave began to subside. Recently, 
however, it has been resuscitated under a 
new name — “management science.” 

A currently popular phrase is “decision- 
making.” Indeed, some discussions suggest 
that the business executive’s job is solely 
or principally that of decision-making. 
This thinking pictures the executive in 
the role of a judge — perhaps aided by an 
electronic computer. 

Decision-making is important, but it is 
not the whole job. If the executive’s role 
may be likened to another occupation, it 
were better that of the athletic coach. He 
selects the team members, gives them their 
assignments, trains them, measures their 
performance, and tries to inspire them. 
There are decisions to be made, to be sure, 
but how much more comprehensive is the 
role of the coach than that of the judge! 

Another current enthusiasm is ““ccommu- 
nication.” The importance of one aspect 
of communication is illustrated by an 
anecdote which probably could be told 
about thousands of bosses. A Ford exec- 








utive was telling a friend about a certain 
unsatisfactory condition. The friend asked, 
“Have you told Sorenson about this?” 
“Tell Sorenson?” replied the executive, 
“Ha! Nobody tells Sorenson anything. 
He tells you.” Communication is impor- 
tant. Emerson’s observation, however, is 
pertinent: “What you are shouts so loudly 
that I can’t hear what you say.” 

At the present time, one of the strongest 
upswells is emphasis on training in mathe- 
matics. This includes not merely old- 
fashioned arithmetic, but also — nay, but 
rather — higher mathematics. In_ part 
this is a consequence of the development 
of the huge, fast computing machines; but 
there is more to it than this. The fervor 
and even some of the arguments with 
which this subject is advocated today are 
reminiscent of the feeling and the claims 
made decades ago in support of the prop- 
osition that a thorough grounding in 
Greek and Latin was an absolutely neces- 
sary prerequisite to and an essential part 
of a proper collegiate education. This 
application of mathematics receives strong 
support from Gordon and Howell. They 
seem to be of the opinion that the busi- 
nessman of the future will require a tre- 
mendous command of mathematics. 

Business, of course, will need some 
- mathematicians as it will need statisticians 
and accountants and other staff experts 
of all kinds. But one looks in vain for 
convincing evidence (both in the Gordon- 
Howell book and among one’s business 
executive friends) that the genuine job of 
_managing business will require knowledge 
of all these technical fields on the part of 
the competent business manager. His 
' principal function will continue to be 
handling people. 

The foregoing statements should not be 
interpreted as reflecting a mossback atti- 
tude toward changes and improvements. 
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No blanket opposition to progress is in- 
tended. What is meant is simply a protest 
against going overboard on new concepts. 
What is advocated is a careful, progressive, 
and evaluative attitude toward new ideas. 


THE ESSENCE OF EXECUTIVE ADMINISTRATION 


Long study of business and of business 
education has led me to the conclusion 
that the subject that most needs more re- 
search and soundly based teaching is 
executive administration. This term in- 
cludes everything relevant to the work of 
an executive as executive, regardless of 
where his work occurs — whether it is in 
a manufacturing, a wholesaling, or a re- 
tailing firm; in marketing, finance, per- 
sonnel, production, accounting, or any 
other area. In this concept, indeed, a 
competent executive might change suc- 
cessfully from one firm or area to another. 

An executive is defined as a person who 
is in charge of a group of persons. He 
may be a foreman, a plant superintendent, 
a divisional manager, a vice president, or 
a president. All of these men are engaged 
in executive administration. 

The concept of executive administration 
includes the activities, processes, proce- 
dures, duties, and responsibilities associ- 
ated with the job of directing the 
executive’s group. It also includes the 
characteristics of a man that affect his 
performance as an executive. 


FUNCTIONS OF AN EXECUTIVE ADMINISTRATOR 


To be more specific, what are some of 
the things that an executive does? Her. 
are some of them; the list is not meant 
to be complete. (Indeed, if it were com- 
plete, the scope of needed research would 
be much smaller than it actually is.) 

The principal function of an adminis- 
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trator is this: providing leadership. The 
following are activities contributing to 
this aim. 

(1) Maintaining satisfactory relation- 
ships with his superiors; 

(2) Establishing an organization and 
organizational relationships (the frame- 
work of the team) ; 

(3) Delegating functions, duties, re- 
sponsibility, and authority (the function- 
ing of the team) ; 

(4) Appointing team members; 

(5) Helping team members to do a bet- 
ter job, by teaching, coaching, encourag- 
ing, correcting, stimulating, and building 
morale; 

(6) Conciliating disagreements among 
team members; 

(7) Evaluating team members; 

(8) Promoting team members; 

(9) Transferring or dismissing team 
members ; 

(10) Participating in formulating ob- 
jectives, policies, procedures, and actions; 

(11) Establishing systems for executive 
control: reports and analyses; 

(12) Handling some public relations 
activities ; 

(13) Avoiding developing “boss’s dis- 
ease” — vanity and the desire to be flat- 
tered and agreed with. 


WORKING PROCESSES OF AN 
EXECUTIVE ADMINISTRATOR 


In carrying out these functions, the ex- 
ecutive does many things that are so 
obvious that they might seem to be com- 
monplace and unimportant. (Let it be 
said at once that the distinction between 
“functions” and “working processes” is a 
slippery one. In some cases, fortunately, 
the categorizing is not critical.) 

The executive talks to people and lis- 


tens to them; he gives orders, makes sug- 
gestions, persuades, exhorts, threatens, and 
argues; he watches and observes; he talks 
on the telephone; he dictates letters, re- 
ports, and memoranda; he reads reports, 
letters, newspapers, magazines, and books; 
he stands, walks, sits, dissembles, gestures, 
smiles, and frowns; he exercises — or does 
not exercise; he thinks, studies, and makes 
decisions; he travels, makes speeches, issues 
statements; he goes home, works at home, 
and participates in his family life. 


QUALITIES DESIRABLE IN AN 
EXECUTIVE ADMINISTRATOR 


Here is a tentative list of some of the 
qualities that help a man to be a good 
executive. Absence of these qualities hin- 
ders good performance, and a fortiori, the 
presence of opposite qualities (for ex- 
ample, poor judgment or immaturity) 
may be fatal. 

The prime quality is this: leadership. 
The qualities listed presumably contribute 
to leadership. (Note: these categories 
overlap somewhat. ) 

(1) Character: courage, integrity, de- 
cency, industriousness, perseverance, tact- 
fulness, patience, modesty, manliness, 
confidence, sense of humor, maturity, 
calmness, self-control, initiative, deter- 
mination, drive, and persistence. 

(2) Competence: intelligence, educa- 
tion, experience, knowledge, wisdom, 
judgment, understanding, skill in human 
relations, writing ability, speaking ability, 
foresight, imagination, “political” sense, 
decisiveness, and astuteness. 

(3) Personality: likeableness, persua- 
siveness, enthusiasm, willingness to listen, 
good manners, and friendliness. 

(4) Good health. 

(5) Satisfactory appearance: 
and dress. 


physical 








(6) Ability and desire to improve, in all 
respects. 
(7) Pleasant family life. 


RESEARCH AND TEACHING 


The foregoing lists are tentative and in- 
complete. What is needed is substantial 
and careful research directed at learning 
more about the functions and working 
processes of the executive and the qualities 
that help him or hinder him. 

Then would come the tasks of deter- 
mining how these functions and processes 
might be taught and these qualities devel- 
oped in the students in collegiate schools 
of business, of ascertaining the good and 
the poor ways of teaching and developing, 
and of defining the proper role of busi- 
ness schools in relation to the roles of all 
relevant conditioning influences, 


other 
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such as elementary and secondary schools, 
churches, families, clubs, associations, and 
business firms. 

And, finally, here is one of the most 
important objectives of education and 
therefore of any educational institution: 
to give a life-long stimulus to self-propelled 
personal improvement. This objective is 
measured not by specific accomplishment 
while in school, but rather by what the 
man is impelled to do for himself in the 
decades that follow Commencement Day. 
A worthy objective for any educational 
institution, it is also a worthy one for 
collegiate schools of business. These 
schools, having given their students some 
training in business administration, should 
stimulate and motivate their graduates to 
work to improve their performance all the 
rest of their lives. 





Overproduction, Underconsumption, 


Et Hoc Genus Omne* 


Martin Bronfenbrenner 
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A “depression,” “recession,” or “rolling re- 
adjustment” appears at hand as this lec- 
ture is prepared for publication. With 
this downturn we can expect the usual 
confusion of voices ascribing it to “over- 
production,” “underconsumption,” “over- 
saving,” “overinvestment,” and so on. The 
public will be confused. The public will 
write off economics as unintelligible gabble 
and economists as a gaggle of geese. Nor 
will the public be completely wrong, on 
the basis of the past record. 


This essay attempts to improve our 
sorry situation. It is basically a termino- 
logical exercise in business cycle theory. 
It tries to do on a small scale for this 
branch of economics what, for example, 
Hohfeld’s basic array of definitions and 
relations tried to do for analytical juris- 
prudence. It will not include any glossary 





* The ideas in this paper were first presented 
in a lecture at Nagoya, Japan, under the 
auspices of the U.S. Information Service and 
American Culture Center in August, 1958. The 
comments and corrections of the Nagoya Uni- 
versity faculty are acknowledged gratefully, but 
responsibility for residual errors remains my 
own. 
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of the usages of scholars present and past, 
in the manner of Machlup’s essays in eco- 
nomic semantics.’ It presents merely a 
suggestion of my own, which I think to be 
consistent internally and not inconsistent 
with much of current usage. 

Confusion between and among “over- 
production,” ‘“underconsumption,” and 
the rest has played a prominent part in 
discrediting modern economics with the 
man in the street. When the critic of 
economic “jargon” and “gobbledygook” 
presents his bill of particulars, these terms 
(often propounded to laymen) appear 
more frequently than marginal rates of 
such-and-such, or than so-and-so effects 
(which economists keep to themselves). 
Cynicism generated by this bill of partic- 
ulars spreads from business cycle theory, 
where it has its justification, to other 
branches of economics where justification 
is harder to come by. 

My suggested terminology leans heavily 
upon elementary versions of the Keynesian 
statics for its geometry, and of Walras’ 





* For a bibliography of these essays (not yet 
collected between hard covers), see Fritz 
Machlup, “Statistics and Dynamics: Kaleido- 
scopic Words,” Southern Economic Journal 
Vol. 26, No. 2 (October, 1959), p. 91, note 1. 
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Law’ for its algebra. Neither of these 
was available to Haberler for the first 
edition of Prosperity and Depression,® 
which has been the basis for most subse- 
quent textbook discussion of the termi- 
nology of business fluctuations. Use of the 
Keynesian system and Walras’ Law do 
not, however, bind us to acceptance of 
either Keynesian or Walrasian economics, 
not to mention their policy implications. 


We begin with an economy at full 
equilibrium at full employment, and con- 
sider alternative paths by which this equi- 
librium may be displaced in a downward 
direction. Full equilibrium at full employ- 
ment is presumed in the solid-line portions 
of the three accompanying diagrams, all 
conventional in construction and elemen- 
tary in character. 

Figure 1 is a Keynesian cross, with na- 
tional income plotted against its principal 
components of consumption and invest- 
ment. Aggregate consumption, C, and ag- 





* Let the economy consist of three composite 
commodities. Commodity 1, goods as a whole, 
has a composite price p:; commodity 2, secur- 
ities as a whole, has a composite price p:; com- 
modity 3, money, has a composite price of 
unity. If terms in d are quantities demanded, 
while terms in s are quantities supplied, Walras’ 
Law states that 

dip: + dap2 + ds = sipi + sop2 + Ss 

holds as an identity at all times and for all 
prices. The term “Walras’ Law” was pupular- 
ized by Lange as a generalization of Say’s Law 
of Markets. Oscar Lange, “Say’s Law: A 
Restatement and Criticism,” in Lange, F. Mc- 
Intyre, and T. O. Yntema (eds.), Studies in 
Mathematical Economics and Econometrics 
(Chicago: University of Chicago Press, 1942), 
p. 50; and Lange, Price Flexibility and Em- 
ployment (Bloomington, Ind.: Principia Press, 
1944), p. 100. 

* Gottfried Haberler, Prosperity and Depres- 
sion (3rd ed.; Lake Success: United Nations, 
1946), pp. 29-32 and 118-27. (Original edi- 
tion, 1936.) 
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gregate investment, I, are added vertically 
to give aggregate demand, D, as an in- 
creasing function of national income. 
(The roles of the government and the 
rest of the world are disregarded.) The 
only level of income which generates an 
aggregate demand equal to itself is Y, the 
equilibrium income. Y also equals (by 
hypothesis) the volume of output which 
can be produced at full employment. We 
have labeled this an aggregate supply 
function, S, and treated it as constant in 
Figure 1, despite legitimate doubts as to 
whether it is constant in fact and whether 
it is the aggregate supply function Keynes 
had (or should have had) in mind.‘ 


*On the Keynesian supply function, compare 
particularly Don Patinkin, “Involuntary Un- 
employment and the Keynesian Supply Func- 
tion,” Economic Journal (1949), which like 
Figure 1 uses income as its independent vari- 
able. (An earlier effort of my own along 
Patinkin lines is M. Bronfenbrenner, “The High 
Cost of Economic Development Part II,” Land 
Economics, Vol. 29, No. 3 [August, 1953], pp. 
209-18.) Later discussion of the Keynesian 
supply function, much of it using employment 
as the independent variable, is synthesized (with 
references to the literature) in Sidney Wein- 
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The volume of investment I is shown in 
Figure 1 as a horizontal line independent 
of income. Its actual determination is 
suggested in Figure 2, which plots the 
volume of new securities issued (i.e., the 
volume of new investment demanded) 
against the cost of investment, as measured 
by the rate of interest. The demand for 
investment is shown as a “marginal effi- 
ciency”® function, E, relating the actual 
amount of securities issued to the rate of 
interest. Like other demand functions, 
this function E is shown as sloping down- 
ward; more investment capital will be de- 





traub, Approach to the Theory of Income Dis- 
tribution (Philadeiphia: Chilton, 1958), pp. 
24-30. 

* Marginal efficiency is marginal productivity 
as a percentage of the original cost of capital 
instruments, computed over the life of these 
instruments and discounted for uncertainty as 
well as for futurity. The marginal efficiency 
referred to here is of investment rather than 
capital. I follow Lerner in referring to the 
marginal efficiency of investment when con- 
sidering different gross investments added to a 
given capital stock, and to the marginal effi- 
ciency of capital when considering different 
capital stocks at zero net investment rates. Com- 
pare A. P. Lerner, Economics of Employment 
(New York: McGraw-Hill, 1951), Ch. 6. 


manded at low rates of interest, and more 
new securities issued, than at high ones. 
The volume of investment I determined in 
Figure 2 is equal to the I of Figure 1, and 
r is the equilibrium interest rate which 
produces this result. 

The first two diagrams have illustrated 
with shorthand brevity the equalizing of 
supply and demand for goods and for se- 
curities. It follows from Walras’ Law that 
the supply and demand for money must 
also balance at the interest rate r (of 
Figure 2), which balances both the supply 
and demand for goods (Figure 1) and the 
supply and demand for securities (Figure 
2). The deraand for money at income 
level Y (Figure 1 once more) is presented 
along Keynesian lines in Figure 3. ‘This 
plots the volume of assets people are wiil- 
ing to hold in cash or bank deposits as a 
“liquidity function” L of the interest rate. 
It too is a demand function, and slopes 
downwards. The common sense of this 
construction is that people are willing to 
hold more assets in cash or bank deposits 
(that is, to demand more money) when 
they are losing very little interest income 
by doing so than when they are losing a 
great deal.! As for the real money supply, 
this is considered as given by monetary 
and credit policy independently of the 
interest rate. At the interest rate r, peo- 
ple are willing to hold an amount of 
money eaual to M, which is also the 
amount in existence. (If they had wanted 
to hold more money, they would have 
sold other assets for money, lowering asset 
prices and raising interest rates. If they 
had wanted to hold less money, they 
would not have thrown away the excess 
but spent it on other assets, raising prices 
and lowering interest rates.) 

All these variables (national income, 
aggregate consumption, investment, de- 
mand and supply, the interest rate, and 
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even the amount of money) are measured 
in real terms. That is to say, their observed 
values are taken as corrected for changes 


in prices. They are measured not in bil-: 


lions of dollars, for example, but in billions 
of dollars of constant purchasing power. 

There are admittedly superior diagram- 
matic devices of almost equal simplicity 
for the exposition of the elements of the 
Keynesian system, particularly devices 
stemming from Hicks’s combination of 
Keynesian with classical strains in interest 
theory to determine simultaneously the 
income level and rate of interest. The 
positive virtue of the devices used here is 
limited narrowly to the purpose at hand: 
the illustration of a terminological sugges- 
tion. Otherwise this expository system, 
derived from Lange’ rather than Hicks, 
claims only the negative virtue of not be- 
ing inconsistent with the others. 


Downward displacements from full 
equilibrium at full employment may be of 
many types. It is to these types that a 
confusing variety of names have been 
given. We shall take up here and attempt 
to distinguish particularly the following 
five: overproduction, underconsumption, 
underinvestment, overinvestment, and 
oversaving. Some remarks on omitted 
categories will also be added for the sake 
of symmetry. In some cases real and mon- 
etary subclasses will be treated separately 
from each other. 





* J. R. Hicks, “Mr. Keynes and the ‘Classics’ ; 
A Suggested Interpretation,’ Econometrica 
(1937), reprinted in B. F. Haley and William 
Fellner (eds.), Readings in the Theory of In- 
come Distribution (Philadelphia: Blakiston, 
1946), pp. 461-76. 

"Oscar Lange, “The Rate of Interest and the 
Optimum Propensity to Consume,” Economica 
(1938), reprinted in Gottfried Haberler (ed.), 
Readings in Business Cycle Theory (Philadel- 
phia: Blakiston, 1944), pp. 169-92. 
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Overproduction and underconsumption 
can be defined and distinguished most 
clearly on the basis of the Keynesian cross 
of Figure 1. 

Overproduction means in this system an 
upward movement of the aggregate supply 
function S (as for example to S’ in Fig- 
ure 1), other things remaining equal. This 
implies that the equilibrium income level 
remains.at Y, but that it now corresponds 
to something less than full employment. 
It makes no formal difference whether the 
upward drift of aggregate supply is ex- 
plained primarily by the accumulation of 
capital, the growth of population, the 
availability of additional natural resources, 
or the improvement of techniques of 
production. 

Underconsumption means in this sys- 
tem a downward shift of the aggregate 
consumption function C and therefore the 
aggregate demand function D (as to the 
C’ and D’ curves of Figure 1), other things 
remaining equal. As a result, the equilib- 
rium income level falls below Y, which, 
however, remains requisite for full em- 
ployment. It makes no formal difference 
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whether the downward drift of aggregate 
consumption is explained primarily by the 
accumulation of consumer inventories (of 
durable goods particularly), by the accu- 
mulation of consumer debt, or by the rise 
in the cost of living and the diminished 
value of consumer assets (Pigou effect). 

Underinvestment and overinvestment as 
causes of downturn can be defined and 
distinguished most clearly on the basis of 
the marginal efficiency function of Fig- 
ure 2. 

Underinvestment means in this system 
a decrease in investment from I to I’ (on 
Figure 2) which also becomes a down- 
ward movement of the I and D curves of 
Figure 1 to I’ and D’ respectively. It may 
result from a movement to the left of the 
entire marginal efficiency function E (as 
for example to E’ in Figure 2) with the 
rate of interest remaining unchanged. In 
this case it may be called real underinvest- 
ment. Or it may result from an upward 
displacement of the rate of interest r (as 
to r in Figure 2) with an unchanged 
marginal efficiency function.* Since ap- 
preciable short-term movements of r result 
primarily from banking and monetary 
policy, we may refer to the result of an 
upward movement here as monetary un- 
derinvestment without necessary adher- 
ence to any purely monetary theory of 
interest. It makes no difference to this 
analysis (on its real side) whether the 
shift of the marginal efficiency function 
from E to E’ results from the accumula- 
tion of capital and productive capacity, 
from legislation unfavorable to “capital- 
ists,” from the complications of interna- 
tional trade, or from any other cause. 





*By a change in rate of interest we mean 
simply a change in what Wicksell calls the 
market rate, without reference to any “natural 
rate” or to the difference between market and 
natural rates. 


Overinvestment as a cause of the down- 
ward displacement of equilibrium is a 
more indirect and complex phenomenon. 
It operates (in our terminology) in two 
separate stages. Stage 1 is some move- 
ment of overproduction (or undercon- 
sumption) which if uncompensated would 
have led to a decline, but which is in fact 
balanced or even overbalanced by a tem- 
porary increase in investment. Stage 2 is 
the subsequent decline of investment to 
(or below) its previous level before any 
more fundamental correction of the ini- 
tial overproduction or underconsumption 
has occurred. The actual downward 
movement (recession or depression) re- 
sults from the second stage, which itself 
results from the first stage. If this first 
stage consists primarily of a temporary 
shift to the right in the marginal efficiency 
function E, we refer to the entire sequence 
as real overinvestment, regardless of the 
forces operating in the second stage. If 
the first'stage consists primarily of a fall 
of interest rates as a result of easy money 
and credit policy, we refer to the entire 
sequence as monetary overinvestment, re- 
gardless of, the forces operating in the 
second stage. 

Oversaving can be defined and identi- 
fied most readily on the basis of the 
liquidity functions of our Figure 3. It 
means in this system a concurrent rise 
from two or more causes in the demand 
for liquidity (i.e. the demand for money). 
The demand for money may increase, fol- 
lowing the algebra of Walras’ Law,’ from 
overproduction, from underconsumption, 





*In the language of Note 2, the demand for 
money is ds. It is identically equal to 


(si: — di) pi + (se — de) p2 + 55. 


Overproduction and underconsumption produce 
an excess supply of physical goods (commodity 
1), while underinvestment operates to produce 
an excess supply of securities (commodity 2). 
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or from underinvestment. Useless dupli- 
cation can, however, be avoided by 
limiting oversaving to a portmanteau ex- 
pression involving the simultaneous oper- 
ation of two or more of these three 
depressive forces.’® 

If the increased demand for liquidity 
takes the form of a shift to the right in 
the liquidity function L (as for example 
to L’ in Figure 3) at unchanged rates of 
interest, we may speak of real oversaving. 
If the increased demand for liquidity re- 
sults from a fall in the rate of interest 
from r to r’,"* with the liquidity function 
remaining unchanged (as in an unsuccess- 
ful attempt to stimulate activity by “push- 
ing on the string” of cheap money), it 
seems preferable to speak of monetary 
oversaving. In either case, the quantity 
‘of money demanded rises from M to M’. 


Iv. 


The inquiring lexicographer will note 
an anomalous asymmetry. We have listed 
among the explanations of cyclical down- 
turns both underinvestment and overin- 
vestment, the first operating directly and 
the other indirectly. On the production 
and saving sides we have considered only 
the over variant, and on the consumption 
side we have considered only the under 
variant. We have said nothing about 
underproduction or overconsumption or 
undersaving. These omissions are doubt- 
less welcome, and do their bit to reduce 
the area of confusion. But aside from 


”This is a somewhat idiosyncratic usage. 
“Qversaving”’ is more often used synonymously 
with or instead of what I have called “under- 
investment,” as well as in the sense advocated 
here. 

"The interest rates labeled r’ in Figures 2 
and 3 are of course not equal to each other, 
since the first is above r and the second below 
it. 


heuristic considerations, is there any log- 
ical reason for any of them? 

Consideration of the two-stage overin- 
vestment cases suggests rather that all 
these omitted variants have their places in 
any catalogue of possible explanations of 
business downturns. We have envisaged 
overinvestment as operating indirectly 
and in two stages, the first expansionary 
one leading to the second contractionary 
one. The same could be said of underpro- 
duction. In Stage 1 there is a decline of 
the supply function S (Figure 1), due for 
example to productive inefficiency. This 
leads in the first instance to shortages and 
business expansion. In Stage 2, however, 
this productive inefficiency leads to con- 
traction by reducing the marginal effi- 
ciency of investment (Figure 2). Like- 
wise for overconsumption. In Stage 1 
there are rises of the demand functions C 
and D (Figure 1). In Stage 2 these 
functions fall back to or below their orig- 
inal values because of the accumulation of 
consumer inventories and debt. (Another 
contractionary effect may be set off in 
Stage 2 by the rise in interest rates re- 
quired to finance increased consumer debt 
and to allocate a reduced amount of con- 
sumer saving among rival investment de- 
mands.) Likewise too for undersaving, 
which we may define as the passive or 
liquidity equivalent of some combination 
of underproduction, overconsumption, and 
overinvestment. 

Historical experience does not suggest 
to leading economists of our own day any 
of the three omitted terms (underproduc- 
tion, overconsumption, oversaving) as 
important general explanations for con- 
temporary crises and cycles.’ This is ade- 





” Friedrich von Hayek has, however, rescued 
partially from obscurity a number of nineteenth 
century English and French economists who 
traced depression to “overconsumption,” by 
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quate reason for their absence from any 
contemporary dictionary of business cycle 
theory. 

Even this absence is, however, only rel- 
ative. The overconsumptionism of Price 
and Guyot has been mentioned in the last 
footnote. Moralistic and fatalistic cycle 
theories from the Victorian Era to the 
1930’s more commonly mention with dis- 
taste something called “overspeculation” 
as not only sinful in itself but the prime 
cause of cyclical downturns. It is natural 
to equate overspeculation with real over- 
investment in physical plant, in producers’ 
inventories, or at times in securities. So 
far as overconsumption also entered in, it 
involved accumulation of both consumer 
inventories and consumer debts (“living 
beyond our means”). “Real undersaving” 
seems a more accurate rendering in our 
suggested vocabulary of the composite 
phenomenon of overspeculation. 


The proof of the pudding is in the eat- 
ing, and the value of this taxonomy de- 
pends on its applicability to history current 
and past. In this section I shall sketch in 
this suggested terminology what I con- 
sider a typical pattern of current cyclical 
downturns (recessions) in the United 
States. (It also appears significant in con- 
nection with the great crash of 1929, but 
is not propounded as a general theory of 
such downturns, let alone a theory of 
cycles in their entirety.) 

The current (postwar) downturns ap- 
pear to be led by a decline in the growth 





governments as well as individuals. Among the 
most outspoken of these were Bonamy Price in 
Britain and Yves Guyot in France. Cf. T. W. 
Hutcheson, Review of Economic Doctrines, 
1870-1929 (Oxford: Oxford University Press, 
1953), pp. 361-64. 


of aggregate consumption.'* This decline 
can be traced to rising consumer inven- 
tories, rising consumer debts, and rising 
consumer prices. Translating this histori- 
cal occurrence into our static diagrams, 
there is a fall in the consumption function. 
The fall in consumption is for a time com- 
pensated by a continued rise in invest- 
ment, so that aggregate demand does not 
decline immediately. The continued rise 
in investment embodies largely the execu- 
tion of plans made before the deceleration 
of consumption becomes apparent. The 
rise is furthered by monetary ease, despite 
rising prices of investment goods. This 
monetary ease usually takes the form of 
passive inaction in the face of inflation 
rather than active lowering of interest 
rates or deliberate expansion of the 
money supply. 

The fitful rise in investment may bring 
about its reversal in a number of ways, 
assuming no revival in the consumption 
function. One route to reversal is the 
emergence of additional output, which 
cannot be sold profitably. A second route 
is the emergence of excess capacity, which 
discourages investment before its reflection 
in additional output. A third route is the 
continued inflation of construction and 
machinery prices, which leads to belated 
tightening of the money supply. 

Correct or erroneous, profound or su- 
perficial, these generalizations may be 
summarized still further in our sugggested 
terminology. Current American recessions 
arise in the first instance from undercon- 





* I have made the same point parenthetically 
elsewhere. See M. Bronfenbrenner, “Comment” 
(on a paper by Benjamin Caplan), in 
Universities-National Bureau Committee for 
Economic Research, Policies to Combat Depres- 
sion (Princeton: Princeton University Press for 
the National Bureau of Economic Research, 
1956), pp. 53 f. 
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sumption’* (which may itself result from 
overconsumption at the height of prosper- 
ity). They are delayed and intensified by 
overinvestment (of the real rather than 
the monetary type). The second (con- 
tractionary) phases of the overinvestment 
process take on a variety of forms. The 
first route to reversal mentioned in the 
last paragraph has the appearance of 
overproduction; the second route has the 
appearance of real oversaving; the third 
route has the appearance of monetary 
oversaving.’® All three processes seem, 
however, conceivable most naturally as 
alternative contraction phases of real over- 
investment. This diagnosis (the contrac- 
tion phase of real overinvestment) has the 
further advantage of being sufficiently in- 
clusive to contain them all within a single 
terminological mold. 

It is interesting, finally, to compare the 
Keynesian underconsumption of this essay 
with the Marxian explanation of the same 
process.*® Marxian writers tend to ridicule 
expressions like underconsumption as im- 
plying that consumers are somehow at 
fault for failure to buy more consumption 
goods than the capitalistic distribution of 
income permits them to afford. The 





“For an early underconsumptionist explana- 
tion of the first American postwar recession 
see Daniel Hamberg, “The Recession of 1948-49 
in the United States,” Economic Journal, Vol. 
62, No. 245 (March, 1952), pp. 1-14. 

"Not real or monetary underinvestment! 
The consumption function is by hypothesis 
below its full-employment equilibrium value, 
so that the difficulty is of the compound variety 
we are calling oversaving. 

“As examples of Marxian analyses of a 
recent recession by American economists versed 
in bourgeois economics as well, see Leo Huber- 
man and Paul M. Sweezy, “Slump and Cold 
War” and “Creeping Stagnation,” Monthly Re- 
view, February and June, 1958. (Like many 
other writers, they underestimated the rapidity 
of the subsequent recovery. ) 


Marxian explanation of cyclical down- 
turns runs therefore in other terms, par- 
ticularly in terms of overproduction in a 
sense broader than our own usage. 

Let us translate Marxian analysis into 
our own vocabulary. The original dis- 
turbance of full-employment equilibrium 
(supposing this situation to be achieved) 
is usually a rise in the aggregate supply 
function S of Figure 1, owing to the ac- 
cumulation of capital. The increased sup- 
ply constitutes potential overproduction in 
both Marxian usage and our own. It can, 
however, be sold profitably so long as the 


‘aggregate consumption and demand func- 


tions C and D rise parallel with S. These 
functions can be pushed up temporarily, 
even under the existing income distribu- 
tion. Pushing them up, however, requires 
“hard-sell” methods. These lead sooner 
or later to the accumulation of consumer 
inventories and consumer debt, to a slow- 
ing down in the rate of growth of con- 
sumption, and to underconsumption in 


‘our bourgeois meaning of a fall in the 


consumption function. The Marxian ac- 
count of the entire process is, however, 
subsumed under the single head of over- 
production. 

Conservative rebuttals to this Marxian 
analysis run in terms of other preferable 
ways of increasing aggregate consumption 
and demand C and D in parallel with 
aggregate supply S. These preferable ways 
include, of course, higher living standards 
with their accompanying “demonstration 
effects.” They also include flexible prices, 
as well as monetary and fiscal ease. The 
hard sell may at best accelerate the up- 
ward drift of the consumption function, 
which, however, proceeded at just as sat- 
isfactory a pace when Madison Avenue 
housed more book publishers than adver- 
tising agencies. 




















Professional Womanpower as a National Resource' 


John B. Parrish 


The work of women in this country falls 
roughly into three broad categories. 

There is short-term, low-skill work. 
American women typically are in the la- 
bor force a few months or a few years 
before or after marriage. Much of the 
work is part-time. Some of it is seasonal. 
It is supplementary to other activities. 
Over 50 percent of our college students 
work some hours every month for pay. 
This kind of work is stopgap employment. 

Secondly, there is long-term, low-to- 
medium-skill work. Women may enter 
the labor force early in life with little or 
no training and remain at low-skill work 
for the rest of their lives. Or, after chil- 
dren have grown, they may enter or 
return to work in the middle years for 
relatively long periods of time either to 
supplement family income or for self- 
support. This is the much publicized 
“second occupational life.” 

These two categories constitute low- 
level unplanned careers. They include 
about 95 percent of all women who work. 
Both have grown spectacularly in recent 
decades. Our economy has been remark- 
ably successful in expanding opportunities 
for low-level work for women. In fact so 





* Unless source is given, data in this paper 
are taken from a forthcoming study by the 
author, Women in the Intellectual Force of 
the United States, 1900-1960. 
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successful has it been that nearly eight of 
every ten American women will work at 
some time during their lives. The differ- 
ences in work patterns of men and women 
have become not of kind, but merely of 
degree. 

The expanding low-level work of 
women has been the subject of unprece- 
dented postwar research by individual 
scholars, government bureaus, private 
research foundations, universities, profes- 
sional societies, and national educational 
conferences. The resulting literature is 
voluminous. 

There is a third category of work. It is 
long-term, high-skill work. It involves ad- 
vanced academic training. It involves 
only the few intellectually gifted women 
who have the capacity to work at top 
professional levels. At a time when we 
are straining for scientific and technolog- 
ical leadership it constitutes the most stra- 
tegically important segment of our work 
force. This paper will devote major at- 
tention to this category. 


MEASURING HIGH-LEVEL WORK 


The analysis of long-term, high-skill 
work of American women is not an easy 
task. Although the literature is volumi- 
nous, it is highly deficient. Some of it we 
may describe as “career literature.” It is 
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concerned with specific types of careers 
for women. It is usually romantic in con- 
text and hopeful in outlook. It usually 
contains attractive pictures of exceptional 
women who have made good. It is not 
very useful. This kind of literature is 
largely “if” material. “If’ a gifted young 
woman gets the right training, “if” she 
does not marry, “if” she does not have 
children, “if” she finds the right job at 
the right time and “if” she sticks with it 
—and “if,” as you will. For purposes of 
evaluating the extent to which talented 
women are being trained for and utilized 
in the intellectual force of the nation, 
“career literature” is not very helpful. 

Then there is the “occupational trends” 
literature. It tells how many more Amer- 
ican women are lawyers or doctors or en- 
gineers today than in the past. It is based 
primarily on decennial census data. The 
United States Bureau of the Census is a 
very competent statistical agency. It is 
unsurpassed in its field in the world. But 
its techniques for gathering and reporting 
occupational statistics were never intended 
to determine levels of skill, only broad 
kinds of skills. The use of census data has 
led to exaggerated estimates of women’s 
progress at high levels. 

How then can we analyze the status of 
women in long-term, high-skill work? 
There are a number of useful measure- 
ments available. One is the doctorate 
program of our colleges and universities. 
In many disciplines, in fact in a large ma- 
jority, the qualifying mark of training and 
ability to work at top levels is the Ph.D. 
or its equivalent. The status of women in 
this program is an excellent measure of 
the extent to which this country identifies 
and trains its gifted women for long-term, 
high-skill work. 

A second measure consists of trends in 
a few selected disciplines in which top- 


level training may be indicated by degrees 
other than third-level doctorates. 

A third and closely related measure is 
the extent to which women participate on 
the faculties of our institutions of higher 
education. These faculties are not only 
responsible for developing our gifted 
youth but they undertake a large propor- 
tion of the pure and applied research 
which is essential for economic and tech- 
nical progress. 

Fourth, we may note over time the 
extent to which women in a very broad 
sense distinguish themselves in the various 
disciplines in such a way as to justify 
inclusion in national compilations of emi- 
nent persons. 

No one of these measures, or even all 
in combination, will provide an adequate 
measure of the high-level work of women 
in this country, but together they con- 
tribute to understanding. 


PROGRESS IN DOCTORAL TRAINING, 1900-30 


From 1900 to about 1930 the progress 
of women in the doctoral program of our 
colleges and universities was outstanding. 
From about 40 degrees annually in 1910 
the annual number earned rose to 400 in 
the early 1930’s. This is a tenfold gain in 
just twenty years. The rate of gain was 
more rapid than the rise in total female 
population. The rate of gain was greater 
than that for men. Women’s share of 
total doctorates rose from about 10 per- 
cent in 1900 to 15 percent in the 1920's 
and 1930's, reaching a peacetime high for 
any one year of 16.8 percent in 1932.? The 
advance was not limited to a few disci- 
plines. It took place on a broad front. 

During this period women earned as 
many as one-fifth of all doctorates awarded 





* Excepting the postwar year of 1921 when 
it reached 16.9 percent. 
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in astronomy and one-tenth of all in 
chemistry. 

As many as one-fourth of all doctorates 
in bacteriology, one-fifth in botany, and 
one-fourth in physiology went to women. 

In the social sciences women were 
awarded one-fourth of all doctorates in 
anthropology, one-fifth in history, one- 
fourth in sociology, and one-tenth in 
economics. 

In the humanities women earned from 
one-fourth to one-third of the top-level 
degrees awarded annually in such fields as 
English and literature, foreign languages, 
and fine and applied arts. 

In the independent discipline of mathe- 
matics women earned about one of every 
twelve Ph.D.’s and one of every four in 
psychology. 

When it is remembered that almost no 
women obtained doctorates until after 
1890 this is a very impressive record. In 
the first three decades of this century 
gifted women turned increasingly to the 
training necessary for long-term, high- 
skill career work. 

Then something happened. 

The rate of increase in the annual 
number of doctorates going to women 
began to slow down. It slowed until it 
hardly kept up with the increase in female 
population. It fell far behind the rate for 
men. The slow-up occurred along a very 
broad front and has persisted to the pres- 
ent time. 


THE RELATIVE DECLINE IN DOCTORATES, 
1930-60 


The total number of doctorates awarded 
annually in this country rose from 2,600 
in the years 1930-34 to around 9,000 in 
recent years. This is a reflection of the 
urgent need of an expanding economy 
and military establishment for highly 


trained personnel. But— women’s share 
has steadily declined from the peak of 
nearly 17 percent to about 10 percent 
annually in the last five years. 

The decline of women’s participation, 
defined as a percentage of the total, has 
been on the same broad front as was the 
rise a half-century ago. 

In chemistry women now obtain only 
5 percent of all doctorates. This is half 
the share of 25 years ago. With the excep- 
tion of one year,* the decline in participa- 
tion in astronomy has been as great. 

In eight leading disciplines of the bio- 
logical sciences, women’s share of top-level 
degrees has come down from one-fourth 
or one-fifth in the 1930’s to about one- 
eighth, with the exception of one field.‘ 

The same decline in relative status 
characterizes such social sciences as an- 
thropology, history, political science, and 
sociology. In economics, participation has 
fallen from 10 percent to just 2 percent. 
If this trend continues, top-level training 
of women in economics will disappear 
altogether by the end of the 1960's. 

Women traditionally have been strong 
in the humanities. But here, too, the rela- 
tive position in the last 25 years has dis- 
played the same sinking tendency as in the 
other disciplines. 

In one field, education, women have 
held their own. But in mathematics, in 
which opportunities for careers have never 
been so abundant, women in recent years 
have earned only about 5 percent of all 
doctorates. This compares with 15 per- 
cent thirty years ago. The recent partici- 
pation rate of 5 percent is the lowest rank 
women have held in this fundamental dis- 
cipline in the last sixty years. 

Finally, consider home economics. This 
is a field generally considered almost the 





* 1957-58. 
* Anatomy. 
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exclusive province of women. It is no 
exception to the general decline. Statistics 
on home economics doctorates were first 
collected nationally in 1947-48. In the 
next three years women earned over 90 
percent of all doctorates. But decline set 
in and last year women earned only about 
75 percent of the total doctorates.° 


RELATIVE DECLINE IN SELECTED 
NON-DOCTORATE FIELDS 


There are a few disciplines in which the 
third-level doctorate is not an appropri- 
ate measure of training for top-level work. 

One is medicine. The top-level degree, 
the M.D., is not a third-level degree but 
a first-level professional degree. But this 
degree is not a suitable measure of top- 
level training over time. Prior to 1925 a 
great many M.D.’s were conferred by 
“diploma mill” medical schools with dubi- 
ous standards. 

A better measure is the percentage of 
women among total graduates from med- 
ical schools accredited by the American 
Medical Association. In 1900 the partici- 
pation rate of women was 4 percent. In 
the 1920’s it was 5 percent. In 1955-58 it 
averaged 5 percent. Women have made 
no relative progress in top-level medicine 
in this country in half a century. 

A second field in which the third-level 
doctorate is not an appropriate measure 
is engineering. The doctorate is granted 
for purposes of university teaching but the 
four-year bachelor’s degree is still consid- 
ered adequate preparation for top-level 
work.® Women have never obtained more 





* The rising participation rate for men is due 


to the increased training of men for employ- 
ment in food technology, restaurant and hotel 
management, and so forth. 

° There is a strong trend now under way to 
require five or six years of work for minimum 
training, either for a bachelor’s or for a master’s 
degree. 





than one-third of 1 percent of the four- 
year engineering degrees, and there is no 
indication that they will in the near future. 

The third field is law. Only a relatively 
few third-level Ph.D. degrees have been 
awarded in law over the years, primarily 
to scholars planning to teach in higher 
education. In the years 1934-39 women 
earned an average of 8 percent of all 
Ph.D.’s in law. Their share has since de- 
clined to around 2 percent over the last 
five years. 

Despite some increase in second-level 
master’s degrees, the dominant degree in 
law is still the first professional degree, 
the LL.B.’ 

In 1910, women earned about 1 percent 
of the law degrees awarded annually. 
Following the pattern of most disciplines, 
women’s share then increased. In the 
1920’s women earned between 5 and 6 
percent. In the 1930’s they earned about 
6 percent. 

Since the mid-1930’s women’s percent- 
age of total degrees has declined to about 
3 percent. In fact the share of 2.7 per- 
cent in 1958-59 was the lowest for any 
year for which we have records back to 
World War I. 

The decline has been not only relative, 
but absolute. In the late 1920's, slightly 
over 400 women earned first professional 
law degrees annually. In the five years 
1955-59 they earned 280 annually. 

One can only conclude from the evi- 
dence that in formal training for careers 
in law, women have declined relatively 
and absolutely in this country for over a 
quarter of a century. 

On the basis of trends in top-level train- 
ing, women, relative to men, relative to 





"In 1958-59 earned degrees conferred in law 
totaled 10,449. Of these 9,925 or 95.6 percent 
were LL.B.’s, i.e. first professional degrees; 496 
or 4.3 percent were second-level master’s de- 
grees; and 28 or 0.1 percent were doctorates. 
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the past, and relative to over-all demand, 
are a declining intellectual resource. 


RELATIVE DECLINE IN HIGH-LEVEL 
TEACHING AND RESEARCH 


If women’s share of top-level training 
has been declining, then one might well 
expect their relative position on the fac- 
ulties of colleges and universities to show 
a declining trend also. This is in fact the 
case. 

In 1870 women comprised only about 
12 percent of total college faculties. By 
1900 their participation had risen to 20 
percent and by 1930 it had reached nearly 
30 percent. This was about the peak. 
After leveling off, decline set in. Today 
women’s share of United States college 
faculty personnel is back down to about 
22 percent or just about where it was 
fifty years ago. 

The relative decline does not stem from 
a change in the “institutional mix.” It 
persists in all types of institutions of higher 
learning including the leading women’s 
colleges. Nor does the decline stem from 
changes in the “curriculum mix.” It has 
occurred in nearly all areas of the cur- 
riculum. 

Nor does the participation rate of 22 
percent indicate the status of women in 
the leading institutions. A study of 
eighteen leading universities reveals that 
women constituted 10 percent of the total 
faculty but less than 4 percent of the full 
professors. In twenty leading universities 
the percentage of women among total full 
professors in the physical sciences was 1.2 
percent and in the biological sciences 1.3 
percent. 

The latter figure points to a particularly 
disturbing loss of creative talent. The 
leading universities expend about half of 
all money spent in this country on research 


and development projects so essential to 
scientific and technical leadership.* Tal- 
ented women are playing a very small 
role, and a declining one, in pushing back 
the frontiers of knowledge. 


THE RELATIVE DECLINE IN EMINENCE 


The relative decline of women in high- 
level training might be expected to be re- 
flected not only in college teaching but 
also in over-all eminence. This appears 
to have occurred. 

In the 1902 edition of Who’s Who in 
America, women comprised 8.5 percent 
of the distinguished persons.’ In the 1958 
edition, women constituted just 4 per- 
cent.” At this rate of decline there will 
be no distinguished American women, 
relative to men, in another generation 
or so."* 


HOW CAN WE EXPLAIN THE RELATIVE DECLINE? 


How do we explain the relative decline 
in long-term, high-level careers for tal- 
ented American women? 





* National Science Foundation, “Total U. S. 
Funds for Basic Research Estimated at $1 Bil- 
lion a Year,” release, August 24, 1960. 

*Cedric A. Larson, Who: Sixty Years of 
American Eminence (New York: McDowell, 
Obolensky, 1958), pp. 302 and 309. 

* Letter to author from James W. Ethridge 
of A. M. Marquis Company, publishers of 
Who’s Who in America. The relative decline 
of women does not appear to result from 
changes in methods of selection or coverage. 
To the extent that these have occurred, they 
would favor the inclusion of relatively more 
women from such areas as arts and public and 
social service. 

" As might be expected, the relative decline 
is also found among specialized personnel. In 
the early editions of American Men of Science 
and the Directory of American Scholars, women 
comprised about 8 percent of all scholars. In 
the most recent editions women have comprised 
approximately 6 percent. See Mabel Newcomer, 
A Century of Higher Education for American 
Women (New York: Harper, 1959), p. 204. 
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The answer appears to lie in a volun- 
tary shift in preferences. There has been 
a strong move away from the single-life, 
high-level career and away from the mar- 
ried-life, high-level career to the married- 
life, low-skill work of either the long- or 
short-term variety. 

High-level intellectual activity has suf- 
fered under the impact of earlier mar- 
riage, a rising rate of marriage, a rising 
rate of family formation, earlier family 
formation, planned family formation, and 
closer spacing of children, combined with 
a rising rate of participation in the labor 
force at low-skill levels. 

Something of what has happened, even 
among youth still in college, may be il- 
lustrated by the universities that make up 
the Big Ten. Before World War II mar- 
riage among undergraduate students was 
almost unknown. Today about 17 per- 
cent of all students in Big Ten schools are 
married. 

Before World War II, marriage was not 
common even for graduate students. Only 
about 15 percent were married. Today 
40 percent are married. More changes 
have taken place in the marital status of 
college students in the last fifteen years 
than in the previous fifty. 

But the forces at work are not just 
reflected in those who marry in college. 
Women who do not marry while in col- 
lege do so almost immediately after they 
get out. This fact dominates their deci- 
sions while still in school. 

Only 7 percent of women students 
worked while attending the University of 
Illinois in 1908-9. This was considered 
typical of Big Ten universities at that 
time.’? Today about 50 percent combine 





* Ray Maxwell Dillow, The Economic and 
Social Status of College Women of the United 
States. Unpublished Master’s thesis, University 
of Illinois, 1910. 


work and study in these schools. 

The median age of marriage of Vassar 
alumnae fifty years ago was around 28. 
By the 1930's this had fallen to 24. Today 
it is 22 and still falling..* There is no 
room here for long-term, high-level train- 
ing, to say nothing of long-term, high-level 
career work.** 


WHY THE SHIFT IN PREFERENCE? 


How do we explain the change in 
women’s preferences? Or perhaps more 
precisely, how do we explain the failure 
of women to respond to the growing 
demand for highly trained personnel? 

The answer appears to contain a con- 
siderable amount of irony. The relative 
decline of women as an intellectual re- 
source appears to be largely the result of 
economic and social progress. As we have 
become materially more affluent, we have 
become intellectually more deficient. 

As our economy has grown we have 
expanded the occupational structure hori- 
zontally to the point where short- and 
long-term, low-skill types of employment 
for women are very abundant.’® We have 
raised real wages to the point where early 
marriage is financially possible. We have 
shortened hours to the point where it is 
practical. We have increased the variety 
of consumers’ goods to the point where 
simple household tasks can be performed 
by young men and women while both are 
working or while going to school and 





* Mabel Newcomer, of. cit., p. 214. 

“In the 1928 edition of Who’s Who in Amer- 
ica, 53 percent of women listed were married. 
In the 1958 edition 75 percent were married. 
See Cedric A. Larson, op. cit., pp. 302 and 309. 

“In recent years, four out of five women 
college graduates have been in the labor force 
six months after graduation. See Alice K. 
Leopold, “1955’s Women College Graduates in 
1956,” Personnel and Guidance Journal, Vol. 
35 (February, 1957), p. 342. 
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working part-time. We have raised stand- 
ards of medical care and diffused them 
throughout a large part of our population 
to the point where women no longer dread 
to have children. In fact, children have 
become a desirable and very competitive 
“consumer durable good.” 

For families in the middle- and upper- 
income classes, home has become an at- 
tractive and interesting place to live in 
which one gets heat by turning a thermo- 
stat, washes and dries the clothes by 
pressing a button, does the shopping by 
turning the car key, listens to the world’s 
greatest music by snapping a switch, and 
gets the right number of children at the 
desired time by keeping charts and fol- 
lowing the doctor’s orders. These are the 
home-life attributes of a free and affluent 
society. 

Unfortunately at the time the barriers 
to early marriage and family life have 
been coming down, the barriers to long- 
term, high-skill activity have been going 
up. Ironically again these rising barriers 
to intellectual activity are also a part of 
economic and social progress. 

The time, effort, and cost involved in 
obtaining top-level training have been 
steadily rising. A medical degree forty 
years ago required not more than four 
years. Today it takes seven, eight, or 
nine, depending on the specialty. A few 
years ago four years was all that was re- 
quired to obtain a law degree. Today six 
is standard. Forty years ago women 
earned their Ph.D.’s in three years beyond 
the bachelor’s. Today it is averaging from 
five to six years.*® 

Our free and ever more affluent society 
is saying to talented women, “Don’t take 





* Graduate Education for Women, The Rad- 
cliffe Ph.D., A Report by a Faculty-Trustee 
Committee (Cambridge: Harvard University 
Press, 1956), p. 21. 


the high road to a career. It’s long. It’s 
tough. It’s lonely. Take the low road. 
It’s easy. It’s short. It’s more fun.” 
Should we be surprised if so many take 
the low road? Talented American women 
do not use their brains because our culture 
tells them not to. 


SOME NEEDED CHANGES IN OUR 
TALENT APPROACH 


Is the apparent conflict of economic 
advance and women’s intellectual regres- 
sion a necessary relationship? Or is it 
something that can readily be changed 
within the institutional framework of a 
free society? There is no certain answer. 

There are some reasons for believing 
our culture can raise the utilization of 
talented women provided we wish to do 
so strongly enough. It would involve some 
important, though not revolutionary, 
changes in our talent approach. Four 
will be considered here. 

First, there is need for revision in the 
philosophy of higher education. In the 
past, college attendance has been an indi- 
vidual matter. Some youths have enrolled 
in pursuit of higher material levels of 
living. Others have enrolled because of 
interest in higher cultural levels of living. 
Academic paraphernalia have been geared 
to these individual interests. 

We need to continue this recognition of 
the need and, indeed, the right of individ- 
uals for personal fulfillment in a free society. 

But there is also need to broaden our 
philosophy to accommodate at least two 
other needs which involve not just the 
individual but the community as a whole. 

One of these is economic growth. The 
rate of industrial growth is dependent in 
considerable part on the rate of innova- 
tion which in turn rests on the discoveries 
of creative minds. The principal bottle- 
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neck today io more rapid technological 
development is the limited supply of top- 
flight creative brainpower. 

Another and closely related need is for 
military security. Advances in war tech- 
nology, as in non-war, are dependent on 
our high-level scientific manpower. We 
can ill afford to allow much of our high 
talent to go unused or underused when 
our enemies succeed in mobilizing theirs. 
High talent is no longer just an individual 
matter. It is a very scarce and a very 
valuable national resource. 

As a consequence of broadened respon- 
sibility, colleges and universities must 
broaden their activities to cover all aspects 
of talent development and utilize what- 
ever institutional arrangements are neces- 
sary to accomplish the task of national 
leadership and survival. 

Second, in the light of this new respon- 
sibility, there is need of change in the 
philosophy of curriculum techniques. In 
the past these have been designed for the 
average student who needed time to ma- 
ture. These should be continued. But 
in addition, curricula should be designed 
to permit the talented to progress through 
formal study by the examination and con- 
sultation route as fast as ability and 
energy permit.?’ 

This curricula change is of particular 
interest to talented women. Until now 
they have faced an “intellectual gap.” 
The talent loss through “feminine fall- 
out” during the critical ages 22 to 28 has 
been very serious. Curricula revision 
would go far toward permitting women 
to close this gap by combining study and 
marriage and even study, marriage, and 
children. It should be possible for a gifted 





* Numerous experiments are now under way. 
They are well summarized in the Superior Stu- 
dent, a bimonthly published by the Inter- 
University Committee on the superior student. 


girl to obtain a Ph.D., or an equivalent, 
by the age of 23 or 24. 

Third, there is a need for revision in 
the philosophy of student subsidization. 
In the past financial grants to students 
have been regarded as a great favor to the 
student. Therefore they need to be only 
enough for minimum subsistence. Today 
the possession of great intellectual capacity 
and its devotion over long years to par- 
ticular tasks is a national concern. Talent 
subsidization must therefore reflect the 
new position of talent in an affluent 
society. Subsidization must provide the 
incentives of an affluent society. This 
means high-level subsidization to yield 
adequate consumer standards, not a sub- 
sistence. Present levels for the unusually 
gifted must be raised many times with 
additional allowances for married women 
and still larger allowances for those with 
children. 

Fourth, to encourage talented women to 
utilize their advanced training over a long 
period of time, women would have to be 
assured of high-level career opportunities 
which would meet at least five require- 
ments. The opportunities would have to 
be intellectually challenging. They would 
have to offer high financial rewards. They 
would have to be long-term. They would 
have to be located in a favorable physical 
environment and operate under flexible 
personnel policies which would facilitate 
combining work and the responsibilities 
of family life. The work would have to 
contribute directly to the national effort 
for scientific leadership and survival in 
order to justify the high costs involved. 


A PROGRAM FOR MORE HIGH-TALENT 
WOMANPOWER 

How should we proceed with the diffi- 
cult task of developing more high-talent 
womanpower? 
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An important step would be to under- 
take a planned program of experimenta- 
tion in talent discovery, development, and 
utilization by means of new or modified 
types of scientific research institutions par- 
ticularly designed to overcome the mar- 
riage-career barriers.** 

The underlying stress on scientific re- 
search rests on two assumptions. First, in 
terms of both economic growth and mili- 
tary security scientific research ranks very 
high in the national interest. Second, and 
of critical importance to women, is that 
research, especially individual research, as 
contrasted to team or project research, 
permits unusual flexibility in daily or 
weekly work schedules. This flexibility is 
necessary for most women who wish to 
combine family responsibilities with high- 
level career work. 

Assuming a broadening of our philoso- 
phy of higher education as noted earlier, 
experimentation might well proceed along 
three lines. 

(1) Specialized and adaptive physical 
facilities. There is need for experimenta- 
tion with new or at least modified types 
of physical facilities specifically designed 
to reduce the time used by talented indi- 
viduals in day-to-day chores. 

Advanced training centers for students 
should include classrooms, laboratories, 
libraries, living quarters, nurseries, kinder- 
gartens, and perhaps minimal shopping, 
medical, and recreational facilities, all in 
coordinated units. 





* This paper has emphasized the high educa- 
tional drop-out rate for talented women because 
of early marriage and family responsibilities. 
The very same talent loss occurs among gifted 
men but in lesser degree. For every talented 
young woman who leaves higher education be- 
fore completing the A.B. there is probably an 
equally gifted young man who drops out of 
advanced training prematurely at the A.B. or 
M.A. level for precisely the same reason — 
marriage and family responsibilities. In both 
cases the talent loss is serious. 


For mature established scholars with 
families, such planned _institutionalized 
units might not be appropriate. Still, 
much could be done by planning to 
achieve reduction in time spent on routine 
tasks. For example, women scientists with 
children could be given adjusted compen- 
sation for costs of domestic help and to 
pay for the services of professional shop- 
pers, and so forth. Research center facili- 
ties might well include child care and 
shopping services. 

(2) Specialized and adaptive personnel 
policies. There is need for experimenta- 
tion in personnel policies. These might 
well involve (a) the use of long-term but 
part-time appointments; (b) professional 
appointment on a project rather than on 
a time basis with work schedules left to 
the individual; (c) dual compensation 
systems consisting of minimum annual 
base pay with large additional stipends 
for completion of, or progress toward, 
specific research objectives; (d) general 
compensation levels sufficiently high to 
provide very strong incentives for talented 
individuals to train for, enter, and re- 
main in scientific research; (e) develop- 
ment of a long-term “kindergarten to 
retirement” talent search program in 
which top administrative personnel of 
research centers seek out talented young 
persons in the secondary schools, encour- 
age them to undertake advanced science 
training, provide financial assistance when 
needed, explain the career opportunities 
available, and guide them through higher 
education to appointment in the research 
centers. 

(3) A permanent scientific research 
program. The promotion of long-range 
national scientific research along a broad 
front should be a commitment of national 
policy in order to provide assurance to 
talented young women (and men) that if 
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they make the necessary sacrifices in ac- 
quiring advanced training, abundant, 
challenging, long-term employment op- 
portunities would be waiting for them and 
under conditions which would not only 
permit but would facilitate the participa- 
tion in normal family life as well as in a 
high-level career. 

Experimentation might well proceed 
along three lines. Research centers de- 
veloped and operated by the federal gov- 
ernment might well emphasize specific 
project research related to national se- 
curity. 

Research centers developed by private 
industry, with perhaps some subsidization 
from the government, might well empha- 
size applied research of the individual or 
team type. And research centers de- 
veloped by universities would not only be 
responsible for the training of talent but 
might well emphasize the utilization of 
gifted individuals in pure or basic re- 
search. 


WOULD MORE WOMEN TAKE THE HIGH ROAD? 


Would more gifted women take the 
high road under such a program? Would 


the heavy investment in subsidization and 
special physical facilities pay off? These 
questions are probably rhetorical. If we 
wish to lead, if we wish to survive, we 
have no alternative but to try. 

There are a number of signs of encour- 
agement within the framework of our free 
and affluent society. Students and aca- 
demic institutions, industry, and govern- 
ment have shown themselves flexible and 
responsive to changing national needs 
over time. Multi-dimensional living is 
an emerging fact of our time. Multiple 
careers for women are common at low 
skill levels. Thousands of talented young 
women currently combine study and mar- 
riage, or study, marriage, and work, or 
study, marriage, and children. 

With adequate subsidization, with as- 
surance of challenging long-term, high- 
level careers, with physical facilities which 
would aid the accommodation of both 
work and family life, it appears reason- 
able to conclude that more talented 
women would choose the high road. 

If we work at it we can probably have 
both economic affluence for the nation 
and intellectual progress for talented 
women. 








Exchange Devaluation and Interpenetration Within 


the European Coal and Steel Community 


Thomas J. Leary 


Two recent devaluations by France, in 
August, 1957, and December, 1958, per- 
mit analysis of the question: How much 
“invasion” or interpenetration of markets 
has occurred, or is likely to occur, within 
the European Coal and Steel Community 
as a result of exchange devaluation? This 
issue involving intra~-Community markets 
has been one of the central questions con- 
cerning the future of the ECSC, and con- 
tinues to be one which arouses anxieties 
within the Community. It is also related 
to the larger question of whether the 
ECSC is to become a community inte- 
grated along economic lines or whether 
political considerations are to be over- 
riding in the division of intra~Community 
markets. 

The French devaluations were under- 
taken for broader reasons than those 
associated purely with ECSC market inter- 
penetration. The devaluation of August, 
1957, was a long overdue response to the 
overvalued position of the franc. The 
currency depreciation of December, 1958, 
was undertaken ostensibly to place France 
in a more favorable position for inaugura- 
tion of the Common Market on January 1, 
1959. The present’ discussion is limited, 
however, to the question raised in the first 
paragraph. 

The ECSC treaty contains no specific 
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reference to exchange devaluation per se, 
but there are many provisions which allow 
participating countries, or the High Au- 
thority, to counter a competitive devalua- 
tion which might threaten trading relations 
within the Community. Also, Article 67 
of the treaty, in the view of some experts, 
permits the High Authority to offset any 
trade disturbances stemming from ex- 
change depreciation.’ However, the treaty 
is not specific and most of the literature, 
at least until recently, has neglected the 
question of exchange devaluation in a 
“sector integration” program such as the 
ECSC. A notable exception is the pessi- 
mistic speculation of one expert who sug- 
gested that “it can be foretold that any 
significant devaluation of one member's 
currency against another will strain the 
fabric of the common market.”? 

The method employed to measure mar- 





*Henry L. Mason, The European Coal and 
Steel Community (The Hague: Nijhoff, 1955), 
p. 66. 

* Horst Mendershausen, “First Tests of the 
Schuman Plan,” Review of Economics and 
Statistics, Vol. 35, No. 4 (November, 1953), 
p. 278. See also, Derek Curtis Bok, The First 
Three Years of the Schuman Plan (Princeton: 
Princeton University, Department of Economics 
and Sociology, International Finance Section, 
1955), p. 28, where the question of a devalua- 
tion necessary for general equilibrium purposes 
vis-a-vis one needed for more limited “sector 
integration” purposes is raised. 
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ket interpenetration was that of tracing 
the intra-Community steel trade patterns, 
particularly those of France and Germany, 
before and after exchange depreciation. 
This was done to keep the analysis within 
manageable limits and to focus upon the 
areas where interpenetration is most likely 
to occur, namely steel in the French- 
German trading pattern. In fact, it is 
more appropriate to speak of interregional 
rather than intra-Community interpene- 
tration because of emphasis on the flow of 
steel from France’s Lorraine area to south- 
ern Germany. Special steels and coal will 
be omitted from the analysis. Because of 
the oversupply of coal, it is not likely that 
this commodity will be involved in the 
interpenetration problem.* 

In general terms, the pattern within the 
Community up to now has been one of 
considerable growth and of operations at 
virtually full capacity." The ECSC is the 
world’s second-largest producer, and the 
world’s leading exporter, of steel, account- 
ing for two-thirds of total global exports. 
Germany and France, in turn, have ac- 
counted for two-thirds of total steel pro- 
duction in the Community, with Germany 
now accounting for more than two-fifths 
and gaining relatively over time (See 
Table 1). Although France and Germany 
are the largest Community producers, 
Belgium-Luxembourg is the leading ex- 
porter concentrating on exports to third 
countries. 





* William Diebold, Jr., The Schuman Plan: 
A Study in Economic Cooperation, 1950-1959 
(New York: Council on Foreign Relations, 
1959), p. 586. 

*Much of the material in this section per- 
taining to markets, and in the following section 
concerning geographical aspects, is drawn from 
a recent and excellent treatise, Louis Lister, 
Europe’s Coal and Steel Community; An Ex- 
periment in Economic Union (New York: 
Twentieth Century Fund, 1960). See partic- 
ularly pp. 19-58. 


Table 1 


PRODUCTION OF CRUDE STEEL 
GERMANY, FRANCE/SAAR, AND THE COMMUNITY 


(Thousands of metric tons) 





Year Germany France/Saar Community 








1952 15,806 13,690 41 ,896 
1953 15,420 12,679 39 ,658 
1954 17 ,435 13,432 43 ,842 
1955 21 ,336 15,797 52,627 
1956 23,189 16,815 56,798 
1957 24,507 17 ,566 59,805 | 
1958 22,785 18,118 57,997 
19598 25 ,824 18,805 63,142 
g ruarialonal 


Anthea. Eighth General Report 
a Me, High Aw 


Rivalry for markets within the Commu- 
nity centers chiefly among the producers 
in the Ruhr, Lorraine, and the Saar. The 
Saar, traditionally an “exporter” to both 
France and southern Germany, became a 
part of the German economy in mid-1959, 
thus adding 15 percent to total German 
production. However, in this article the 
traditional method of aggregating French- 
Saar production has been followed except 
where noted. The merged German-Saar 
production will not seriously affect the 
present interpenetration analysis since a 
devaluation of the franc will have the 
effect of lowering the delivered price of 
French steel vis-a-vis German-Saar steel, 
and of raising the latter price in the French 
market. In any event, the impact of the 
German-Saar “merger” will not be felt 
before 1960, a period subsequent to that 
covered in the present analysis. 

In terms of intra~-Community steel trade, 
France is the largest exporter and Ger- 
many the largest import-surplus country. 
Germany’s large import surplus in the 
early years of the Schuman Community is 
explained by the tremendous demand for 
steel created by the German recovery and 
expansion in the post-1952 period. In 
more recent years the continuing deficit 
of southern Germany, and Germany’s con- 
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Table 2 


TRADE IN IRON AND STEEL PRODUCTS WITHIN THE COMMUNITY AND TRADE OF FRANCE/SAAR 


AND GERMANY WITHIN THE COMMUNITY, 1952-59 
(Thousands of metric tons) 








on Grand Com- France/Saar Germany to Community to Community to 
munity total toCommunity Community France/Saar Germany 
1952 2,108 481 302 28 787 
1953 2,899 1,090 448 118 1,080 
1954 4,153 1,321 772 454 1,678 
1955 5 ,664 1,943 832 782 2,564 
1956 5,079 1,608 918 901 1,999 
1957 5,715 1,552 1,500 1,218 1,874 
1958 5,417 1,503 1,279 1,283 2,114 
1959 6 ,600* 2,200> 1,050° 994» 2,724» 





* Provisional. See Bulletin from the European Community, No. 35 (March-April, 1959), p. 7. 


> Estimated. 


Source: High Authority, Eighth General Report, pp. 428-29. 


centration on maintaining its global steel 
export market position, have accounted 
for its intra-Community import surplvs. 

It is the general hypothesis of this article 
that exchange devaluation will not “strain 
the fabric” of the ECSC. The impact of 
exchange depreciation on the interpene- 
tration of French steel in the German steel 
market will be negligible and is likely to 
occur only in the special case of a cyclical 
downturn in world steel markets. This is 
so because of “structural” factors which 
inhibit the freer flow of steel expected 
from the creation of a common market 
and certain pricing policies. 


GEOGRAPHICAL FACTORS 


The need to be located near sources of 
raw materials has determined the existing 
locational pattern of the Continental steel 
industry. In addition, the cost of shipping 
finished products is significant in the mar- 
keting of steel. The proportionately heavy 
shipping costs, furthermore, have tradi- 
tionally influenced pricing policies in the 
steel industry, leading to freight absorption 
in a buyers’ market.® Both the locational 





*The obverse policy of adding fictitious 
shipping costs (“phantom freight’) in a sellers’ 
market is forbidden within the Community by 


pull of raw materials and shipping costs 
constitute partial deterrents to interpene- 
tration of distant markets except when 
the supplier is willing to absorb some of 
the shipping costs. Within the existing 
structural framework, however, there is 
potential scope for intrusion, particularly 
from the Lorraine area of France to the 
steel-deficit area of southern Germany. 
Two factors are relevant here: France’s 
traditional steel surplus, and the location 
of her main steel-producing area. Of the 
six ECSC countries, France is the largest 
exporter to the Community, and Germany 
is the largest importer from the Commu- 
nity (see Table 2). Some 20 to 25 percent 
of French steel production is “normally” 
exported; one-third of this generally goes 
to the Community and the remaining two- 
thirds to other countries. About 10 per- 
cent of French steel production is exported 
to the Community. Clearly, steel exports 
are of crucial importance to French steel 
producers, and consequently, price policy 
is administered so as to maximize the dis- 





the High Authority which has the responsibility 
of keeping steel prices dampened within the 
ECSC. Lister, op. cit., p. 236. To the extent 
that steel producers find a sellers’ market pre- 
vailing in the third countries, this prohibition 
is irrelevant. 
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posal of this surplus steel. Export prices 
to third countries in a sellers’ market are 
generally higher than the controlled and 
more stable prices within the Community, 
and exert a “pull” on French steel exports 
in the direction of third countries rather 
than to the Community. It is obvious, 
then, that interpenetration is unlikely to 
increase when global demand for steel is 
strong. Conversely, motivation for seeking 
intra-Community markets is clearly preva- 
lent in a buyers’ market. 


Seventy percent of total French steel. 


production is concentrated in eastern Lor- 
raine. Approximately one-third of this is 
“normally” surplus and thus available for 
export. The Lorraine steel producers, by 
reason of their geographical and land- 
locked position, are rivals of producers in 
the Ruhr and the Saar in the steel-deficit 
region of southern Germany.® Aggressive 
pricing in a buyers’ market by means of 
freight absorption and other devices could 
lead to the interregional invasion of mar- 
kets traditionally supplied by any of the 
producers in this competitive _ steel- 
producing complex. 

To the extent that exchange devaluation 
reduces the effective delivered price of 
steel, the impact upon interpenetration is 
likely to occur in regions farthest removed 
from the producing area.’ Within the 
ECSC this means the region of southern 
Germany, traditionally supplied by pro- 





* There is evidence that trucking transporta- 
tion is increasing within the ECSC and may 
result in more competitive transportation pric- 
ing, but the data to date are too elusive for 
any definitive analysis. In any event, both 
trucking and water transportation, also increas- 
ing, will produce changes only in the long run 
and do not affect significantly the short-run 
analysis under discussion here. Also the ex- 
pected completion of the canalization of the 
Moselle in late 1960 will have little, if any, 
impact on interpenetration. Lister, op. cit., pp. 
40 and 379-82. 

"Diebold, op. cit., pp. 578-79. 





ducers in the Ruhr, the Saar, or Lorraine. 
Interregional interpenetration is likely only 
when demand in third countries is weak. 
In this event, aggressive pricing may be 
augmented by freight absorption on the 
part of suppliers. This, in turn, will likely 
lead to counteracting pricing policies by 
competitive suppliers. Thus, the further 
a supplier extends the radius of his de- 
liveries, the more the number of his rivals 
will be increased.* In sum, the margin for 
interpenetration is slight and geographic 
forces alone lead to the conclusion that no 
profound regional shifts within the Con- 
tinental steel industry can be expected.® 


THE PRICE STRUCTURE 


Reinforcing the structural impediments 
to interpenetration are the traditional col- 
lusive pricing policies of the Continental 
steel producers. Collusive practices which 
would raise prices within the Community 
are now restricted by High Authority sur- 
veillance and by government interference. 
Export prices to third countries are not 
controlled to the same degree. Since these 
collusive pricing practices are generally 
well known, the focus here will be upon 
only the cyclical aspects of Continental 
steel prices in their relation to market 
interpenetration within the ECSC. 

Continental steel export prices tradi- 
tionally have fluctuated more widely than 
have internal prices. This pattern of ex- 
port prices rising above internal prices 
when global demand is strong and falling 
below in a situation of depressed global 





* Lister, op. cit., p. 171. 

*“The establishment of the common market 
may then increase slightly the margin of oppor- 
tunity in all regious without producing any 
drastic shifts in the positions of the regions 
relative to one another.” Norman J. G. Pound 
and William N. Parker, Coal and Steel in West- 
ern Europe (London: Faber and Faber, 1957), 
p. 361. 
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demand is even more pronounced since 
the establishment of the Schuman Com- 
munity. The treaty and the High Author- 
ity’s intepretation to date sanction this 
“double pricing” in extra~-Community 
markets. Article 3(f) states that export 
prices must be within “equitable limits,” 
a concept which remains ambiguous.’® In 
addition to the sanction by the treaty, 
Continental steel export prices are “estab- 
lished” by the Brussels Export Entente, a 
formal agreement among ECSC producers. 
Thus, an export price higher than the 
internal Community price will always pre- 
vail in a strong sellers’ market globally 
and will act as a pull toward third markets 
rather than toward the ECSC. The 
obverse of this occurs in soft third markets 
when prices fall below the published Brus- 
sels export cartel price. Under these cir- 
cumstances, dumping occurs and aggressive 
pricing techniques reduce the effective 
price below the official published price. 

To the extent that exports to third 
countries are of crucial importance to 
steel producers, as in the case of France, 
export prices are significant in determin- 
ing the direction of the flow of surplus 
steel. Only under depressed conditions in 
third markets where there is a consequent 
lower export price than internal price will 
the motivation for invading ECSC mar- 





” Diebold discusses an interesting complaint 
by third countries concerning export prices 
vis-A-vis internal prices. Two points are clear: 
export prices which are “too high” violate the 
GATT waiver of “general” (i.e., third coun- 
tries) benefits from the Schuman program; and 
the High Authority has taken the view that it 
cannot restrict export agreements unless these 
otherwise infringe upon provisions of the treaty. 
Diebold, of. cit., pp. 492-501. Lister contends 
that this latter position begs the question be- 
cause of the significant importance of exports 
to total ECSC activity and raises the issue of 
whether a separation of the internal market and 
the export market can, in fact, be so made. 
Lister, op. cit., pp. 200-1. 


kets be present. Thus, an exchange deval- 
uation resulting in lower effective prices © 
under this condition will lead to aggressive 
pricing and potentially to interpenetration. 
This is only potential, however, in that 
any lowering of the effective, mandatorily 
published price within the Community, by 
means of exchange devaluation or by any 
other means, can be offset legally by rival 
sellers through the practice of “align- 
ment.” Sellers are free under the provi- 
sions of the treaty to publish their de- 
livered prices as of any destination within 
the ECSC. As a result, a complex collu- 
sive multiple basing point system center- 
ing around 41 basing points has evolved 
within the Community. Although the 
complexities of the multiple basing point 
arrangement are not relevant here, it is 
clear that suppliers may avail themselves 
of the legal permission (Article 60) to 
align their prices downward to meet a 
rival’s price at a basing point other than 
their own."' It is equally clear that the 
practice of aligning on competitors’ prices, 
after any price shifts within the Commu- 
nity, provides interesting illustrations of 
how these aligned prices can offset any 
gains from competitive devaluation and 
thus prohibit serious interpenetration.’* 





" Suppliers are not legally permitted to align 
their price “upward” without raising the price 
in their own basing point area. Ibid., p. 237. 

“The alignment practice to date has pro- 
duced curious pricing patterns within the Com- 
munity and may be used either to force 
producers’ prices to be raised by competitive 
producers or to be lowered by pressure exerted 
by buyers. Diebold has illustrated each of these 
cases. Belgian purchasers, after the 1957 de- 
valuation made French steel prices the lowest 
in the Community, sought lower prices from 
their traditional suppliers on the basis of the 
lower French prices, even though no French 
exports were forthcoming or threatening exist- 
ing trade patterns. The reverse process occurred 
later in Germany when German private pro- 
ducers put pressure on a government-owned 
plant to raise prices. This pressure was an 
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In addition to the legally permissible 
lowering of prices by means of alignment, 
extralegal practices of clandestine and dis- 
criminatory rebates have occurred in the 
Community. Shortly after the opening of 
the ECSC, rebates as high as 20 percent 
for some products were granted to buyers 
with the discrimination applied according 
to the buying power of each buyer.’* These 
secret rebates were violations of the letter 
of the treaty requiring sales to be made at 
published prices and were also violations 
of the treaty requirement of equal treat- 
ment of buyers. Such illegal price-cutting 
practices are indications that the collusive 
pricing arrangements within the Commu- 
nity are subject to the same stress under 
depressed conditions as the Brussels Export 
Entente, namely, an inability to hold 
actual prices to the level of the published 
prices. Although there appear to be fewer 
violations of this nature since the earlier 
1954 experience,** to the extent that off- 
setting practices of any magnitude are 
made by rival sellers in response to clan- 
destine rebates, interpenetration is likely 
to be lessened. 

It is clear that higher export prices pull 
Community steel exports to third countries 
and that the degree of intra~Community 
interpenetration increases in a softening 
steel market in third countries. The rate 
of intra-Community interpenetration has 
fluctuated, over the 1953-59 period, from 
a minimum of 14.5 percent in the boom 
year of 1956 to a high exceeding 20 per- 
cent in the more depressed conditions of 





attempt to eliminate the lower price in Ger- 
many on which French suppliers were aligning 
and occurred when a generally weak demand 
for steel existed within the ECSC and in third 
countries. Diebold, op. cit., pp. 277, 278, and 
626. 

* Diebold, op. cit., pp. 254-62; and Bok, op. 
cit., pp. 35-40. 

“ Diebold, op. cit., pp. 260-61. 





early 1959.*° It is quite possible, of course, 
for sales to third countries to increase in 
either relative or absolute terms along with 
intra-Community interpenetration as Con- 
tinental steel producers engage in dump- 
ing practices. Within the Community, 
producers in France, who rely heavily on 
exports in general and on “traditional” 
Community markets in particular, are af- 
fected seriously by cyclically sensitive steel 
prices. The direction of the flow of 
French steel exports should reflect this 
cyclical sensitivity. 

Since the creation of the ECSC, there 
have been two cyclical downturns, the first 
in 1953-54 and the other from late 1957 
to late 1959. These parallel fairly closely 
the cyclical experience of the United 
States, except that for the ECSC the sec- 
ond business cycle occurred later and was 
smaller in magnitude than the recession 
in the United States.** Typically these 
cyclical declines were characterized by in- 
ventory reduction or “speculative” buying, 
particularly in the first recession owing 
to the uncertainty associated with the im- 
pending opening of the Schuman Com- 
munity.*” 

The earlier cyclical downturn is of less 
analytical interest in part because the 
Community was newly opened and Ger- 
many was still in its early stage of recovery. 
More importantly, however, there were 
no drastic price shifts within the Commu- 
nity as there were during the later cycle 
when the two devaluations of the franc 
altered significantly the Community’s steel 
price structure. A “normal” Community 
pattern emerged in the 1953-54 recession 





* High Authority, Eighth General Report on 
the Activities of the Community (Luxembourg: 
1960), p. 174. 

* Lister, op. cit., p. 228. 

"High Authority, Eighth General Report, 
p. 169. See also Bok, of. cit., p. 38, and Die- 
bold, op. cit., p. 498. 
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Table 3 


FRANCE/SAAR STEEL EXPORTS TO GERMANY, 
THE COMMUNITY, AND THIRD COUNTRIZS 


(Thousands of metric tons) 











Com- Third Total 

Year Germany munity countries exports 
1952 244 481 2,020 2,501 
1953 544 1,089 2,362 3,451 
1954 863 1,321 2,126 3,447 
1955 1,297 1,943 2,953 4,896 
1956 1,056 1,608 2,691 4,299 
1957 1,003 1,552 2,491 4,043 
1958 1,065 1,503 2,554 4,057 
1959 1,500* 2,300 2,896 5,196 

® Estimated. 

> Provisional and does not include the Saar as of 
July 5, 1959. 


5, ; 
Source: Bulletin Statistique, March, 1960, p. 274. 


in that, while steel production declined 
in 1953, intra-Community interpenetra- 
tion with a lagged response increased in 
1954 as Tables 1 and 2 indicate. Within 
the Community, France and Germany in- 
creased both their intra-Community 
purchases and deliveries and their mutual 
imports and exports in both 1953 and 
1954. French exports to third countries 
declined in absolute figures in 1954 
(Table 3), reflecting the softened market 
in third countries. A manifestation of 
market conditions was the decline of 12 
percent in the official minimum export 
price published by the Brussels Entente. 
Undoubtedly, the effective price fell below 
the published price as sellers engaged in 
dumping practices.'* Even on the basis of 
annual data, and allowing for the lagged 
response, it is clear that a “normal” intra- 
Community trade pattern occurred, with 
interpenetration increasing and with ag- 
gressive and discriminatory pricing in both 
external and internal markets. Both 
France and Germany, as the two major 
Community producers, shared more than 





“High Authority, Seventh General Report 
on the Activities of the Community (Luxem- 
bourg: 1959), p. 117; and Lister, op. cit., 
p. 214. 


proportionately in the increased interpene- 
tration (Table 4). 

The high level of economic activity 
from 1955 until mid-1957 resulted both in 
a significant increase in Community steel 
productivity and in an increase in export 
prices above internal prices. While 
France’s productivity increased steadily 
during this period, its total exports de- 
clined in 1956 and 1957 — declining rela- 
tively more within the Community (and 
to Germany) than in third markets. It 
can be assumed, inferentially, that the 
higher export price acted as a pull in the 
direction of extra~Community markets. In 
spite of increasing productivity and declin- 
ing exports, France was obligated to 
increase its imports from both the Com- 
munity and Germany, thus reflecting a 
high degree of domestic absorption 
throughout this expansionary _ period. 
At the height of the boom in 1956 intra- 
Community trade in steel declined in 
absolute figures. 

The 1957-59 recession is of more analyt- 
ical interest since the two devaluations 
of the franc occurred in this period, with 
the net effect of lowering French steel 
prices as much as 18 percent.’® The effec- 
tive delivered price to almost anywhere 
in the Community, without freight absorp- 
tion, of France’s main grade of steel was 
the lowest in the ECSC.*° In typical fash- 
ion, export prices fell as much as 40 to 
50 percent below the published price of 
the Brussels Entente,?" and did not recover 
until November, 1959.2, With a drastic 
shift in the Continental price structure in 





* High Authority, Seventh General Report, 
p. 113. Steel price increases were allowed 
French producers by the government, thus off- 
setting some of the reduction resulting from 
devaluation. 

* Lister, op. cit., p. 229. 

* Ibid., p. 214. 

"High Authority, Eighth General Report, 
pp. 56-57. 
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Table 4 


TRADE IN IRON AND STEEL PRODUCTS FRANCE/SAAR 
TO GERMANY AND GERMANY TO FRANCE/SAAR 


(Thousands of metric tons) 











iis France/Saar Germany to 
to Germany France/Saar 
1952 244 10 
1953 544 29 
1954 863 118 
1955 1,297 163 
1956 1,056 227 
1957 1,003 425 
1958 1,065 371 
1959 1 ,500* 270* 
® Estimated. 


Source: High Authority, Eighth General Report, pp. 
428-29. , ” 


favor of French steel and with a recession 
of some magnitude, the setting for an im- 
portant test of interpenetration was cre- 
ated. 

Economic conditions in France in 1958 
were unique in that France was experi- 
encing expansion in the midst of a general 
decline, the only country in the ECSC in 
this position. Only later in the recession 
did the French expansion slow down. 
Therefore, an analysis of trade patterns 
should be discussed in two distinct phases. 
In the earlier phase of expansion the first 
franc devaluation of 20 percent, in August, 
1957 — which by itself lowered French 
steel prices to the lowest in the Community 
— did not result in any increasing inter- 
penetration for French producers, but 
rather resulted in a “perverse” pattern of 
trade. French steel exports to the Com- 
munity contracted by 8 percent in the first 
six months of 1958 in comparison with 
the first six months of 1957. France was 
the only country in the Community to suf- 
fer a decline in intra~-Community exports, 
and its imports from the Community in- 
creased by 64 percent over the same time 
period.2* The annual figures show no 





*High Authority, Seventh General Report, 
p. 110. 





serious change in its trade pattern with 
Germany. The combination of income 
elasticity for steel within France and of 
export suppliers aligning on the prevailing 
lower “ceiling” price within France ac- 
counts for the increase in imports. The 
decline in exports is accounted for, in part, 
by the discounting in advance of the long- 
overdue franc devaluation by the other 
ECSC countries and by the continuing 
high rate of domestic absorption. Thus, 
while intra-Community interpenetration 
increased typically in response to a de- 
pressed market in third countries, the ex- 
panding French steel industry with its 
favorable price situation did not share in 
this interpenetration. France’s exports to 
all mar].cts — external, internal, and Ger- 
man — showed no appreciable increase in 
1958 after the monetary reform of the 
previous year. 

If the economic expansion in France in 
1958 obscured somewhat the impact of the 
previous devaluation, at least in terms of 
steel trade, the devaluation of December, 
1958, resulted in a more “normal” re- 
sponse and led to a serious intrusion into 
the German market. With the external 
market still depressed, as reflected in the 
lower published export price, and with a 
less expansive market within France, 
French interpenetration of both the Com- 
munity and the German markets increased 
and French imports from the Community 
and from Germany declined. Intra- 
Community steel deliveries rose by 60 per- 
cent, and deliveries to Germany increased 
by 50 percent in the first six months of 
1959 as compared with the first six months 
of 1958. French steel purchases from both 
markets declined by 50 percent over the 
same period.** The first six months of 
1958 was an “abnormal” period, but this 





“High Authority, Eighth General Report, 
p. 174. 
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nevertheless represents a reversal of some 
magnitude and a “normal” response to 
the special case mentioned in the first sec- 
tion of this paper. Evidence exists that 
French suppliers employed the most ag- 
gressive price-cutting tactics of all the 
Community suppliers during this period, 
particularly in third markets.”° 

As might be expected, interpenetration 
of steel markets, in absolute terms, is in- 
creasing steadily within the Schuman 
Community, and presumably, along ra- 
tional economic lines, that is, on at least- 
cost basis. A natural concomitant of a 
rapidly expanding Continental steel in- 
dustry is increasing interpenetration in 
absolute terms. Crude steel production 
has risen in the Community from 41.9 
million metric tons in 1952 to 63.1 million 
metric tons in 1959. Intra~-Community 
trade in iron and steel products has in- 
creased from 2.1 million metric tons in 
1952 to 6.6 million in 1959. (See Tables 
1 and 2.) However, the relative degree of 
interpenetration is cyclically sensitive and 
increases in a generally soft steel market. 
Within this increasing interpenetration the 
relative shares of the producers of a 
given country may increase in the short 
run, but only for those producers, as in 
France, who by virtue of proximity to 
steel-deficit areas, by tradition, or by effec- 
tive price cuts are in a position to invade 
Community markets. Such, in any event, 
was the experience in the special case in 
1959. Over the long pull, however, only 
slight shifts in the relative positions of the 
various countries or regions may be antic- 


ipated. 


ALTERNATIVE COURSES FOR RIVAL PRODUCERS 


The intrusion by French steel producers 
into the German market in the recession 





* Lister, op. cit., p. 214. 


year of 1959 was serious enough to pro- 
voke rival producers to seek redress 
through official channels. Competitive 
alignments by rival sellers were a possible 
alternative, but the extent of these align- 
ments is unknown. Again, while the treaty 
is silent on recourses available to counter- 
act an exchange devaluation per se, alter- 
native redresses are possible to rival sellers 
or their governments. The governments 
of the “injured” rival sellers could petition 
the High Authority to enforce minimum 
export prices (Article 61) ; to invoke pro- 
duction and/or export quotas within the 
Community (Article 58); or to urge the 
French government to remedy the situa- 
tion in some manner, such as raising 
French steel prices to a level comparable 
with the higher prices prevailing through- 
out the Community (Article 67) .”° 

It was the latter alternative which the 
High Authority invoked in March of 
1959, declaring the exchange devaluation 
“liable to provoke a serious disequilibrium 
by substantially increasing differences in 
costs of production otherwise than 
through variations in productivity.”** The 
French government, as the “injuring” 
state, was under no compulsion to raise 
French steel prices and had not done so 
by early 1960. 

Thus, in the depressed market condi- 
tions prevailing in 1959, a political com- 
promise of dubious economic validity was 
resorted to in the division of the shrinking 
intra-Community markets. With no evi- 
dence of compliance to date, this experi- 
ence underlines the question of whether 
economic or political considerations are 
to be dominant in the evolution of the 
Schuman Community. Clearly, if political 
considerations take precedence over eco- 





* Ibid., p. 211. 
* Bulletin from the European Community, 
No. 35 (March-April, 1959), p. 7. 
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nomic forces in the division of markets 
within the Community, rational economic 
processes are impeded. 


CONCLUSIONS 


An exchange devaluation within the 
European Coal and Steel Community will 
have little long-run impact upon tradi- 
tional steel-marketing patterns. The im- 
pact, if any, will be short run and will 
occur only in the special case of a gen- 
erally depressed market for steel. The 
scope for intra-Community interpenetra- 
tion, applicable only to steel, is narrow. 
This is so because of the locational factor 
which limits the radius of rivalry for the 
steel-deficit market of southern Germany 
to producers in Lorraine, the Ruhr, and 
the Saar, and because traditional collusive 
pricing policies prohibit any serious in- 
roads into traditional markets. Further- 
more, the High Authority can intervene 
—although perhaps without effect — to 
prevent serious disruptions to the market- 
ing pattern. 

The second devaluation by the French 
government in December, 1958, illustrates 
all these points and leaves some un- 





answered questions for the future of the 
ECSC. The special case of a generally 
depressed steel market existed at the time 
of this devaluation and French producers 
enlarged their market in Germany con- 
siderably. The High Authority, under 
pressure from German producers, invoked 
Article 67 and requested the French gov- 
ernment to raise the price of French 
steel. The unanswered questions concern 
whether political considerations are to be 
paramount over economic forces in the 
division of intra-Community markets and 
whether a national government will sur- 
render its sovereignty to a supranational 
authority in matters of such economic 
importance. 

Intra-Community interpenetration of 
steel markets has increased considerably in 
absolute terms, and presumably along 
rational economic lines, since the opening 
of the ECSC in 1952. But this is merely 
a reflection of the highly expansive Con- 
tinental economy. Within this expansion, 
however, no profound relative shifts be- 
tween countries or regions, as a result of 
price-cutting through exchange devalua- 
tion or otherwise, can be anticipated over 
the long run. 





The Outlook for Interest Rates 


James J. O’Leary 


A discussion of the trend of long-term 
interest rates would normally mean an 
analysis of the general business outlook 
and what it would suggest in the way of 
demand and supply relationships likely to 
develop in the money and capital markets. 
It would also require an effort to antici- 
pate the Federal Reserve and Treasury 
policies likely to be followed under the 
assumed general business outlook. Today 
a new ingredient has suddenly been added 
— the election of a new Administration in 
Washington pledged to ease credit and to 
reduce interest rates. Many capital mar- 
ket analysts will undoubtedly interpret the 
election to mean that the course of interest 
rates is bound to be downward in 1961 
and that we are moving into a prolonged 
period of considerably lower rates. This 
view would be based on the assumption 
that federal policy measures can be em- 
ployed to put interest rates at any level 
desired. But is this a realistic assumption? 
In the last analysis will not the effort to 
accelerate the rate of economic growth of 
the country and at the same time to avoid 
serious inflation and a flight from the dol- 
lar at home and abroad place severe limi- 
tations on the amount of tinkering that 
the government can do with interest rates? 
Will not the new Administration be com- 
pelled by the hard economic facts of life 
to let the movement of interest rates be 
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determined in the main by market demand 
and supply conditions? 
Only time will give us the answers to 


these questions. However, we can obtain 


some clues by viewing the movement of 
interest rates in the perspective of the past 
fifteen years. Accordingly, this analysis cf 
the trend of interest rates will begin with 
consideration of the movement of interest 
rates from the end of World War II 
through 1959. Then attention will be 
focused on the movement of interest rates 
in 1960 and the forces behind this move- 
ment. The discussion will conclude with 
an appraisal of the outlook for interest 
rates in 1961 and in the longer run. 


THE MOVEMENT OF INTEREST RATES 
SINCE WORLD WAR II 


During the period from the end of 
World War II through 1959 we experi- 
enced a prolonged upward swing of long- 
term interest rates. The rise was very 
moderate up to 1951, undoubtedly owing 
in large measure to the support of govern- 
ment securities prices by the Federal Re- 
serve authorities, but it became more 
pronounced after 1951, especially during 
1956-59. 

Some measure of the upward swing may 
be seen from the following yield figures. 
Moody’s Aaa corporate bond index rose 


te 





from 2.5 percent at the end of 1945 to 4.6 
percent at the end of 1959. The average 
yield on long-term government bonds in- 
creased from 2.4 percent at the end of 
1945 to 4.4 percent at the end of 1959, 
while Moody’s index of Aaa state and 
local bond yields moved up from 1.0 per- 
cent to 3.5 percent. There are no published 
yield indexes for mortgages, but rough 
data that are available indicate a rise of 
similar magnitude. By 1959, after the long 
downward swing during the thirties, long- 
term interest rates had returned to the 
level of the late twenties. 

The upward movement of interest rates 
since the war has not been smooth and 
uninterrupted. Despite the rising trend, 
interest rates have displayed a cyclical pat- 
tern. They rose to a peak in the late spring 
of 1953, declined abruptly through early 
1954, leveled out to mid-1955, and then 
rose sharply. Rates peaked again late in 
1957, dropped sharply to mid-1958, and 
then recovered up through the end of 
1959. These cyclical movements of inter- 
est rates coincided, of course, with cyclical 
fluctuations in general business activity, 
which produced fluctuations in the de- 
mand for loanable funds. They were also 
the product of changes in Federal Reserve 
credit policy designed to aid in correcting 
the general business cycle. 

It is interesting to observe how the up- 
swing of interest rates affected the interest 
earnings of a major investor in long-term 
obligations — the life insurance compa- 
nies. As the general level of interest rates 
moved upward, the life insurance com- 
panies as a whole improved the average 
rate of return on their invested assets every 
year from 2.88 percent in 1947 to 3.96 
percent in 1959 (before federal income 
taxes). The improvement in their aver- 
age rate of return was slower than the 
general rise of interest rates, of course, be- 
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cause of the effect of a large proportion of 
assets acquired many years ago at low 
interest rates. 

What were the forces underlying the 
upward swing of interest rates from the 
end of World War II through 1959? They 
were threefold. First and foremost, during 
much of the period the demands for cap- 
ital funds to finance housing, business and 
industrial expansion, state and local gov- 
ernment improvements, federal deficits, 
and other uses ran ahead of the available 
supplies. This was a period of huge de- 
mands for capital financing which placed 
great pressures on the funds supplied from 
national savings and whatever increase in 
the money supply was permitted by the 
monetary authorities to accommodate the 
needs of a growing economy. 

Second, after the “accord” between the 
Federal Reserve and the Treasury in 
March, 1951, the Federal Reserve aban- 
doned the ruinous policy of buying gov- 
ernment securities in the open market at 
“pegged” prices—a policy which had 
turned the Federal Reserve into an “en- 
gine of inflation” because its purchases of 
governments at pegged (and artificially 
high) prices caused it to lose control over 
the reserves of the commercial banking 
system. After the accord the Federal Re- 
serve authorities directed their credit con- 
trol powers toward the objective of 
“sustainable growth” of the national econ- 
omy. This meant that in periods of sharply 
rising general business activity, when strain 
was being exerted on the country’s re- 
sources, the monetary authorities took 
action to restrict the availability of bank 
credit, and this action reinforced the tend- 
ency for interest rates to rise as the result 
of mounting demands for capital funds. 
On the other hand, it meant that in peri- 
ods of declining general business activity 
the monetary authorities took action to 
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ease the availability of bank credit, and 
such action reinforced the tendency for 
interest rates to decline as the result of 
slackening demands for capital funds. In 
other words, after the accord, Federal Re- 
serve credit control measures became a 
factor in interest rate movements, but at 
the same time it was a prime objective of 
the authorities to permit market demand 
and supply forces to play the underlying 
role in determining the direction of inter- 
est rates. 

The third, and not the least important, 
factor in the upswing of interest rates dur- 
ing the 1945-59 period was the inflation 
that occurred, and the fear of inflation 
that developed. Inflation breeds rising 
interest rates in the following ways: (1) it 
inflates the cost of capital goods and thus 
leads to rising demand for capita] funds; 
and (2) it discourages the willingness of 
people to save and make their funds avail- 
able at fixed interest. Thus inflation — 
and the build-up of an inflation psychology 
— acts to expand the demand for capital 
funds while tending to reduce the supply. 
There is little doubt that, during much of 
the postwar period, inflation played an 
important role in the upswing of interest 
rates. 


Let us turn now to the more recent 
movement of interest rates. Contrary to 
the expectation of most analysts, rates have 
displayed a persistent tendency to soften 
since early in 1960. Moody’s index of 
yields on Aaa corporate bonds, for ex- 
ample, fell during the first quarter of the 
year, leveled out during the second quar- 
ter, then declined again in the third 
quarter, with a moderate rise in recent 
weeks. The index reached a peak of 4.61 
percent in early January and then declined 


to a low of 4.23 percent in early Septem- 
ber; subsequently it moved upward to 4.35 
on December 30. Tracing a similar pat- 
tern, the average yield on long-term gov- 
ernment bonds dropped from a high of 
4.42 percent in early January to a low of 
3.75 percent in early August; it recovered 
to 3.90 percent in early November and was 
3.82 percent on December 30. Moody’s 
Aaa state and local government bond yield 
index fell in two stages from a high of 
3.53 percent in early January to a low of 
2.99 percent in early September; it stood 
at 3.11 percent on December 30. Another 
index of long-term interest rates which is 
commonly used is the offering yield on 
large issues of Aa-rated electric utility 
bonds. In mid-December, 1959, a large 
Aa-rated electric utility bond issue was 
brought out on a 5.30 yield basis. After 
that issue there was a persistent decline 
culminating in an issue of an Aa-rated 
bond at 4.55 percent (5-year call protec- 
tion) in late September, 1960. Thereupon 
the market tightened, with a large Aa- 
rated issue being sold in early December 
on a 5.00 yield basis. 

Despite the significant decline during 
the year in yields on government bonds, 
state and local government bonds, and 
publicly offered and traded corporate 
bonds, other long-term interest rates have 
remained comparatively firm. For ex- 
ample, the average yield on FHA mort- 
gages (based on FHA field office opinions 
on the average bid price for new home 
mortgages, assuming a 25-year mortgage 
with an average life of twelve years) has 
declined only from 6.24 percent in January 
to 6.04 percent in December. The inter- 
est rates on conventional home mortgages 
have been reduced one-fourth of 1 percent 
in scattered sections of the country, but on 
the whole have remained pretty much at 
the levels reached at the close of 1959. 








Similarly, the interest rates on direct place- 
ments of corporate bonds, as well as on 
commercial and industrial mortgages and 
purchase-leasebacks, have held compara- 
tively steady. The prime rate of commer- 
cial banks held at 5 percent until August, 
and was then cut to 4% percent, but this 
action seemed to be taken more to follow 
the cue given by the Federal Reserve 
authorities than as the result of competi- 
tive pressures. 

What were the factors at work in 1960 
which produced a softening of interest 
rates? One of the most important certainly 
was the dampening of inflation psychology 
on the part of the general public. During 
1959 there developed a pronounced public 
concern about the danger of inflation, but 
late in 1959 and early in 1960 this concern 
was allayed as the result of determined 
federal fiscal and monetary policy, as well 
as by the successful efforts of industrial 
corporations to resist wage increases not 
justified by increases in labor productivity. 
This dampening in the fear of continued 
inflation has doubtless reduced the urge 
on the part of business to build inventories, 
and it has likewise cooled the ardor of the 
public for buying durable consumer goods 
and housing. Business concerns and the 
general public, being less concerned about 
the prospect of rising prices, have been 
encouraged to be somewhat more deliber- 
ate and selective in exerting their de- 
mands. Moreover, as the fear of inflation 
has dampened, the willingness of the pub- 
lic to save and to make their funds avail- 
able at fixed interest has increased. It is 
significant that personal saving has risen 
steadily from 6.7 percent of disposable in- 
come in the fourth quarter of 1959 to 8.1 
percent in the third quarter of 1960. 

A second major factor in the softening 
of interest rates in 1960 has been the 
changed position of the federal budget. 
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During calendar 1959 there was a net in- 
crease of $8 billion in the federal debt, as 
federal financing needs contributed to up- 
ward pressures on interest rates. In 1960, 
in contrast, there has been a net decrease 
of $600 million in the federal debt. This 
sharp swing from a federal drain of $8 
billion on the money and capital markets 
in 1959 to actually supplying $600 million 
in 1960 has undoubtedly played a big 
role in the softening of interest rates. 
Third, the change in Federal Reserve 
policy in 1960 has unquestionably been 
an important force toward lower rates. At 
the end of 1959 the commercial banking 
system was under considerable restraint 
with net borrowed reserves at a $500 
million level. During 1960 the monetary 
authorities have taken action through 
open market operations and changes in 
reserve requirements to ease the reserve 
position of the banks to the extent that by 
year-end the banking system had net free 
reserves in the vicinity of $600-$700 mil- 
lion. The discount rate has been cut in 
two steps in June and August from 4 per- 
cent to 3 percent, margin requirements 
have been reduced, and changes have been 
made in reserve requirements as the Fed- 
eral Reserve authorities have sought to 
provide a stimulus to slackening general 
business activity. Through the credit- 
easing effects of their actions, as well as 
the expectations such actions have created 
with investors, the changed monetary 
policy has played a role in softening in- 
terest rates, especially short-term rates. 
At the same time, however, it is worth 
noting that the monetary authorities have 
been affected by two limitations in their 
efforts to ease credit: (1) they have had 
to weigh carefully the impact of reduced 
short-term interest rates in the United 
States on our international balance-of- 
payments position, since foreign liquid 
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balances were shifted from investment in 
short-term securities in the United States, 
as interest rates declined, to compara- 
tively higher-yielding short-term securities 
abroad; and (2) they have had to be con- 
cerned about contributing to excessive 
liquidity in the economy which would 
make more difficult the stemming of in- 
flationary excesses in the next cyclical rise 
of general business activity. 

Accordingly, three major forces con- 
tributed to softening interest rates during 
1960: (1) the dampening of inflation 
psychology; (2) the changed position of 
the federal budget; and (3) the move- 
ment of Federal Reserve policy toward 
credit ease. As we noted earlier, however, 
the decline in long-term interest rates 
which occurred was largely in the rates on 
government bonds, state and local govern- 
ment bonds, and publicly traded and pub- 
licly offered corporate bonds. Long-term 
interest rates on conventional residential 
and business mortgages, FHA and VA 
mortgages, direct placements of corporate 
bonds, and other forms of long-term 
investments have held quite firm or have 
declined only to a comparatively minor 
degree. These rates characteristically tend 
to lag behind other long-term rates, but 
the lag appears to have been more stub- 
born and prolonged in 1960 than in earlier 
periods. The reasons for this behavior 
seem to be as follows. Despite the leveling 
out and slackening of general business 
activity this year, the demands for capital 
funds have held up very well. For exam- 
ple, long-term corporate security offerings 
for new capital amounted to $9.6 billion 
in 1960, slightly higher than the $9.4 bil- 
lion in 1959 but appreciably below the 
$10.8 billion in 1958. Long-term state and 
local security offerings for new capital 
have also held up well in 1960, amounting 
to $7.4 billion, compared with $7.8 billion 


and $7.7 billion, respectively, in 1959 and 
1958. Moreover, despite the slower rate 
of housing starts in 1960, residential con- 
struction expenditures are estimated at 
$22 billion, compared with $24.5 billion in 
1959. Furthermore, commercial plant and 
equipment expenditures in 1960, estimated 
at $11.6 billion, ran ahead of the figure of 
$10.9 billion for 1959. 

It is apparent from these figures, there- 
fore, that continuing large demands for 
capital funds in 1960 have acted to re- 
strain the softening of long-term interest 
rates. The forward investment commit- 
ments of life insurance companies illus- 
trate this point. The total outstanding 
forward commitments of life companies 
reporting to the Life Insurance Associa- 
tion of America amounted to $4.2 billion 
at the end of November, 1960, $300 mil- 
lion higher than in November, 1959, and 
the total has tended to edge upward in 
recent months. New commitments 
amounted to $5,809 million in the first 
ten months of 1960 as compared with 
$5,358 million in the corresponding period 
in 1959. The outstanding commitments of 
life companies are about 60 percent of 
cash flow per annum, and expected take- 
downs of commitments in the next six 
months are about 75 percent of the ex- 
pected cash flow, a comparatively high 
figure historically. Accordingly, the life 
insurance companies seem to be finding 
outlets for their investment funds. They 
have not yet shifted funds in volume 
toward government-insured mortgages as 
they did in earlier periods of easing in the 
money and capital markets. 

Similarly, other long-term investors have 
not apparently so far been under serious 
pressure to reduce interest rates to find 
outlets for their funds. The savings and 
loan associations have experienced a rec- 
ord inflow of savings this year, but the 








availability of mortgages, plus the need to 
repay loans with the Federal Home Loan 
Banks and to rebuild liquidity, has enabled 
them pretty much to hold the line on con- 
ventional mortgage interest rates. Mutual 
savings banks are now experiencing a bet- 
ter savings inflow, but thus far it does not 
seem to have placed them under much 
pressure to cut rates in order to find in- 
vestment outlets. The experience of unin- 
sured corporate pension funds seems to be 
similar to that of the life companies. Like- 
wise, the commercial banks have thus far 
appeared to be able to put their funds to 
work without any great downward pres- 
sure on the prime rate. 

This year has, therefore, been character- 
ized by softening of interest rates, with 
most of the declines taking place in the 
yields on publicly offered and traded cor- 
porate bonds, United States government 
securities, and state and local securities. 
Other long-term rates have continued 
comparatively firm throughout the year 
due to well-maintained demands and such 
factors as backlogs of commitments. 


THE OUTLOOK FOR INTEREST RATES iN 1961 


Turning now to the outlook for interest 
rates in 1961, the basic question is, as 
always, the prospect for general business 
activity. By and large, what happens to 
business as a whole will govern the rela- 
tionship between demand and supply con- 
ditions in the capital markets and will thus 
determine interest rates. Moreover, the 
trend of general business activity in 1961 
will exert a decisive influence on fiscal, 
monetary, and other federal policies which 
affect interest rates. 

This has been a baffling year for analysts 
of general business activity. During much 
of the year the general level of business 
activity has moved along on a record-high 
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plateau, but there have been persistent 
signs of slack in the economy. The tend- 
ency for general business activity to 
soften somewhat is becoming more evi- 
dent. Some of the indicators showing this 
are as follows. Gross national product, 
after rising from an annual rate (season- 
ally adjusted) of $486.4 billion in the 
fourth quarter of 1959 to $501.3 billion in 
the first quarter of 1960 and to $505 bil- 
lion in the second quarter, has declined 
moderately to a $503.5 billion rate in the 
fourth quarter. Personal consumption ex- 
penditures, after rising to an annual rate 
of $329 billion in the second quarter of 
1960, declined slightly to $328.5 billion in 
the third quarter but rose again to $332 
billion in the fourth quarter. Gross private 
domestic investment expenditures, after 
increasing to an annual rate of $79.3 bil- 
lion in the first quarter of 1960, have fallen 
sharply to a rate of $65.8 billion in the 
fourth quarter. Most of this drop was in 
business inventories, which were being ac- 
cumulated at an annual rate of $11.4 
billion in the first quarter of 1960 after 
the steel strike, but the rate of accumula- 
tion declined to $600 million by the third 
quarter and to actual liquidation at a rate 
of $4 billion a year in the fourth quarter. 
The annual rate of plant and equipment 
spending by business and industry, also a 
component of gross private domestic in- 
vestment, rose to $36.3 billion in the sec- 
ond quarter of 1960, but then declined 
moderately in the second half, with the 
prospects for further gradual decline in 
1961. On the other hand, two other major 
components of the gross national product 
are in a rising phase. Total government 
purchases of goods and services (federal, 
state, and local) have increased steadily 
from an annual rate of $96.4 billion in the 
fourth quarter of 1959 to $101.7 billion in 
the fourth quarter of 1960, and net ex- 
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ports of goods and services have risen 
steadily from an annual rate of $ — 0.4 
billion (net imports) in the fourth quarter 
of 1959 to $4.0 billion in the fourth quar- 
ter of 1960. 

There are other signs of softening gen- 
eral business activity. The Federal Reserve 
Board seasonally adjusted index of indus- 
trial production, after moving within a 
narrow range of 109-111 (1957 = 100) 
through July, declined in the last quarter 
to 103 in December. The decline in steel 
production has, of course, been a major 
factor. Moreover, the rate of private non- 
farm housing starts has not shown any 
real strength, having actually declined 
from a seasonally adjusted rate of 1,292,- 
000 starts in August to 1,100,000 in 
December. In addition, the seasonally 
adjusted rate of unemployment has edged 
up from 4.9 percent of the civilian labor 
force in May of 1960 to 6.8 percent in 
December. 

Although the pause in the advance of 
general business activity this year has thus 
far been quite modest, it is hard to escape 
the conclusion that the softening process 
will continue into the first quarter of 1961 
and possibly somewhat longer. It is diffi- 
cult to see any powerful sources of strength 
on the horizon at this time which would 
give the economy a new upward thrust. 
As we noted, the rate of plant and equip- 
ment spending by business and industry 
now seems to be topping out and facing 
some decline. In earlier business cycles, 
when this occurred the country usually ex- 
perienced a sharp upturn in residential 
construction as mortgage financing became 
easier to obtain. At this time, however, 
there are signs that increased availability 
of mortgage credit will not act with the 
usual speed to stimulate a sharp rise in 
residential construction. These signs are 
the inveatories of unsold houses in some 


areas of the country and the moderate rise 
in vacancy rates for apartments. On the 
other hand, in a more favorable vein, 
general business activity should receive 
some stimulus from rising federal spend- 
ing, and the reduction in business inven- 
tories has probably run a good part of its 
course. The fourth quarter increase in 
consumer expenditures is encouraging in 
this connection, as is the most recent con- 
sumer survey by the National Industrial 
Conference Board which shows a decided 
pickup in consumer spending plans. 

The pattern of general business activity 
which probably lies ahead is a further 
moderate softening through the spring of 
1961 before a new rise in economic activity 
gets under way. The recovery will prob- 
ably be sparked by a rising rate of housing 
starts next spring in response to more 
readily available mortgage credit, as well 
as by an expansion of government spend- 
ing, well-sustained consumer spending, 
and some rebuilding of business inven- 
tories. 

What does the general business outlook 
suggest about the trend of long-term inter- 
est rates in 1961? It suggests that during 
the next several months, through the 
spring of 1961, the demand for long-term 
capital funds may be moderately lower and 
that interest rates may tend to move a 
little lower, especially the rates on federal, 
state, and local bonds, as well as those on 
publicly offered corporate bonds. How- 
ever, as witnessed by the large corporate 
bond calendar at present, as well as the 
record amount of municipal bond issues 
approved by voters, the over-all demands 
for capital funds seem likely to remain 
high, so that any downward pressure on 
rates from reduced demand should not be 
great. It seems likely, moreover, that with 
an increase in the rate of saving in mort- 
gage lending institutions, interest rates on 


OO 


residential mortgages may move somewhat 
lower through the spring of next year, 
although the increased ease in residential 
mortgage lending may occur primarily in 
other terms than the interest rate, for ex- 
ample, easier down payment and amorti- 
zation terms. 

If the trend of general business activity 
follows the pattern suggested here, we are 
likely to see additional steps by the Federal 
Reserve authorities to ease the availability 
of credit. Certainly a further reduction in 
the discount rate would be a strong possi- 
bility, as would an easier reserve position 
for the banking system. However, the 
monetary authorities will continue to be 
required to pay attention to the conse- 
quences of their actions with respect 
to our international balance-of-payments 
position and the outflow of gold, as well 
as with regard to avoiding the creation of 
excessive liquidity in the economy which 
would delay the effectiveness of monetary 
policy measures in the next expansion 
phase of the business cycle. One of the 
most intriguing questions is whether the 
recent departures of the Federal Reserve 
authorities from confining their open mar- 
ket operations to Treasury bills will spread 
into longer-term government securities in 
the next few months. To the extent that 
the new Administration has its wish, it 
appears that the Federal Reserve would 
conduct its open market operations 
throughout the entire maturity range of 
government securities and would agres- 
sively seek to force down long-term inter- 
est rates. The principle of “bills only” or 
“bills preferably” seems so strongly ac- 
cepted by the Federal Reserve that it is 
difficult to envision conditions which 
would persuade the authorities to depart 
radically from it by extending their open 
market purchases regularly into long- 
term government securities. However, to 
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the extent that the monetary authorities, 
in their effort to ease credit in the next 
several months, conduct their open market 
operations in longer-term government 
bonds, they will certainly act to accentuate 
any tendency for long-term interest rates 
to ease as a result of market forces. 

By the end of the spring of 1961, assum- 
ing that a general business recovery gets 
under way, interest rates should begin to 
edge upward again depending upon the 
vigor of the recovery and the determina- 
tion with which the monetary authorities 
move to restrain credit availability. My 
guess would be that interest rates will de- 
cline moderately into the spring of 1961 
and during the second half of the year will 
turn up gradually to recover the ground 
lost during the downturn. 


THE LONGER-RUN OUTLOOK 
FOR INTEREST RATES 


In concluding these observations on the 
trend of interest rates, let us take a brief 
look at the longer-run outlook for interest 
rates in the decade of the sixties. It is 
pertinent to ask the question: Has the 
long upswing of interest rates during the 
past fifteen years just about run its course, 
and are we now entering a period in which 
both capital market forces and federal 
policies will produce a prolonged decline 
of interest rates? My answer is in the 
negative because I believe that total 
capital demands during the sixties will 
continue to press against available sup- 
plies and interest rates will generally tend 
to be firm at high levels. 

This view is based upon several basic 
economic forces which I believe will be 
operating in the sixties, as follows: 

(1) Recent events in the General As- 
sembly of the United Nations confirm that 
the cold war will remain with us, and 
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probably intensify, for the foreseeable 
future. This makes it certain that federal 
expenditures for military preparedness and 
foreign economic aid are likely to rise 
further in the next several years. We are 
just beginning the task of trying to win or 
maintain the friendship of the new African 
nations against the ruthless competition of 
the Communist bloc. Our efforts to over- 
come the lead of the Russians in space are 
bound to mean accelerated federal spend- 
ing. Moreover, it is likely that federal 
policies aimed at stimulating a faster rate 
of economic growth of the country, to keep 
ahead of the Communist countries and to 
demonstrate that our free economic sys- 
tem is better than theirs, will lead to rising 
federal spending in certain areas such as 
education, housing, and medical aid. 
There are serious dangers involved in this 
trend toward rising federal expenditures, 
of which I take a dim view, but it seems 
very likely to occur. 

(2) During the sixties we have the pros- 
pect of a significant stepping up in the 
rate of household formations which should 
contribute to a rising volume of consumer 
expenditures and home-building. Accord- 
ing to the latest projections of the Bureau 
of the Census, the annual rate of house- 
hold formations will increase for the next 
twenty years. Under the most favorable 
assumptions for increase, the Bureau of 
the Census projects that the annual rate 
of household formations will rise from 
about 883,000 in the last two years of the 
fifties to an annual rate of about 1,018,000 
in the first five years of the sixties, and to 
a slightly higher annual rate of 1,083,000 
in the second half of the decade. During 
the seventies the projections show a more 
pronounced rise to an annual rate of 
1,338,000 in the second half of that 
decade. Accordingly, the expanding mar- 
kets for consumer goods and housing oc- 


casioned by the higher rate of household 
formation should enhance the general eco- 
nomic prospects of the sixties. However, 
the impact of a rising rate of household 
formation this decade should not be exag- 
gerated. The average annual rate of 
1,083,000 in the second half of the sixties 
is still considerably below the annual rate 
of 1,525,000 in the three-year period from 
April, 1947, to March, 1950. 

(3) With the expansion of family for- 
mation in the sixties, a continued sub- 
stantial rise in expenditures by state and 
local government units seems to be indi- 
cated. This is an area in which there is 
still a large backlog of demand. State and 
local expenditures (in real terms) in- 
creased persistently from $26.5 billion in 
1949 to $44.3 billion in 1959, and it 
would not be surprising if they showed a 
comparable increase in this decade, which 
would carry them to the neighborhood of 
$75 billion by 1970. Here would be a 
powerful force toward a rising level of 
general business activity and high capital 
demands. 

(4) It seems likely that with the other 
three forces I have mentioned at work, the 
rate of business and industrial plant and 
equipment expenditures should continue 
to move upward from the levels of the 
fifties. Spurred by keen competition in 
our industrial system and still further in- 
creases in the funds devoted to industrial 
research, plant and equipment expendi- 
tures by business and industry should 
trend upward during the decade. 

(5) In a more pessimistic vein about 
the economic outlook, I suspect that the 
reservoir of demand for consumer goods 
and housing which was dammed up dur- 
ing the thirties and World War II is finally 
in the process of running dry. There is 
some clear-cut evidence of this. For ex- 
ample, the huge postwar demand on the 


part of veterans for housing under the VA 
Home Loan guaranty program seems to 
have largely exhausted itself. Indeed, the 
failure of home-building as a whole to 
respond this year to somewhat greater 
availability of mortgage financing, and the 
increasing reports of pockets of unsold 
homes and rising vacancy rates in apart- 
ment buildings, may also signal in part 
that the lush days of big backlog demand 
for housing are reaching an end. In a 
way, we may be witnessing the same thing 
in the sale of automobiles today as the 
public no longer is willing to purchase any 
car coming on the market but is more in- 
sistent on compact cars free of the frills 
which were accepted in the fifties. The 
huge backlog of demand which was evi- 
dent in the first decade and a half after 
World War II was fed by liquid assets 
accumulated by the public during the war, 
and even more so by the easier and easier 
credit in the consumer loan and home loan 
fields. The consuming public has used up 
a good part of these liquid assets, or they 
have been drained by the rising price level, 
and we have apparently reached the end 
of the line in making consumer or home 
mortgage terms easier. This is not to say 
that the level of consumer expenditures 
will not continue to rise in the sixties. I 
am confident that it will. What I am say- 
ing is that consumer spending in the sixties 
will not be fortified by the great backlog of 
wants and desires which characterized 
most of the fifties. Markets should become 
much more competitive as consumers be- 
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come more selective. We are probably 
moving into a decade of the “hard sell.” 

Despite these qualifications our national 
economy is likely to grow during the sixties 
at as fast a rate as in the fifties and in the 
process to require enormous amounts of 
capital funds. This does not mean that 
the growth rate will be uniform each year, 
because fluctuations in general business 
activity and in capital expansion are in- 
herent in a dynamic free market economy 
such as ours. However, despite fluctua- 
tions in general business activity and in 
interest rates, I believe that on the aver- 
age in the sixties the great demands for 
capital funds will press against the supply 
of these funds from savings sources and 
from the increase in the money supply 
permitted to accommodate sustainable 
growth without inflation. Consequently, 
on the average, I expect long-term interest 
rates to remain in the sixties at the level 
reached in 1959. 

Under the conditions likely to prevail in 
the sixties, any government program to 
force down interest rates would be a fail- 
ure because it would require an inflation- 
ary expansion of the money supply. This 
would be self-defeating because inflation 
destroys the will of the people to save and 
thus is a potent force in itself toward 
higher interest rates. In the decade ahead 
the huge demands for capital place a 
heavy premium on encouraging saving, 
which means that the value of the dollar 
must be preserved and the saver must be 
paid a market return to encourage him 
to save. 

















Notes and Communications 


Rate Stability and the Rate Base 


The arguments over the appropriate rate 
base in rail transportation are hoary with 
age and somewhat out of fashion. But 
since the Hope case in 1944, regulatory 
commissions have had a wide range of 
discretion in choosing an “appropriate” 
base which makes the pros and cons of 
the various bases of immediate relevance 
in specific cases. Consequently, when one 
finds an important logical slip in the 
lengthy discussions concerning the relative 
merits of original versus reproduction 
cost, it is of some importance to set the 
record straight regardless of other justifi- 
cations or shortcomings of these two rate 
bases. 

The point I have in mind involves the 
allegation that the general rate level will 
remain more stable using original cost as 
a base instead of reproduction cost. For 
example, Bigham and Roberts argue 
that “rate fluctuations are less when the 
original cost is employed”* and assert that 
when “prices are rising, rates cannot be 
increased fast enough (and vice versa) .”? 
Locklin has argued that 


the original-cost basis assures the public of 
more stable rates than the cost-of-reproduc- 





*T. C. Bigham and M. J. Roberts, Trans- 
portation (2nd ed.; New York: McGraw-Hill, 
1952), p. 315. 

? Ibid., p. 314. 
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tion basis. Original cost changes only as 
changes are made in investment. Cost of 
reproduction fluctuates constantly and, if 
consistently followed, would require greater 
variations in the rates charged.’ 

The general nature of the argument 
seems to be that when the rate base 
changes, this requires a change in the 
general level of rates in the same direction 
in order to maintain or approximate a 
predetermined “fair return” (5 or 6 per- 
cent). Since the rate base is more stable 
using original rather than reproduction 
cost, the conclusion is that use of the lat- 
ter base requires more changes in the 
general rate level than use of the former. 
But this analysis, plausible enough on the 
surface, omits two important variables 
and forgets some vital points with respect 
to the economics of rail transport. 

The fair return on fair value doctrine 
involves establishing a fair return (call it 
R;) which equals (or is supposed to 
equal) net receipts divided by the value 
of the assets used to produce the service 
(ie. “fair” value or Vr). Thus R; = 


ipts 
Se, This is supposed to be the 


Vt 
net receipts 
general standard so that when — 
f 


*D. P. Locklin, Economics of Transportation 
(4th ed.; Homewood: Irwin, 1954), p. 374. 




















FIGURE |! 

c’ 
- Cc 
Ow 
Os 
<7 
Ps 
Ofc, 
FP 
w C3 ‘ 
oti c 
i C2 
w c 
< o 














M, Mp 
RAIL TON-MILES 


>or < R,; the regulatory commission is 
expected to do something about the situa- 
tion. This normally takes the form of 
general rate changes designed to raise or 
lower net receipts so that they equal 
R; (V¢). 

But net receipts represent total traffic 
(ton-miles or t) multiplied by average 
revenues per ton-mile (r) minus average 
costs per ton-mile (c). That is, net re- 
ceipts = t(r—c). The fair return on fair 
value standard then may be written 

t(r—c) 
—" Vv; . 
The assertions of Locklin and Bigham 


and Roberts neglect t and c. In essence, 
they are implying that R; = = with t 
and c constant so that if V; varies (as it 
will over the business cycle under repro- 
duction cost), r must be changed in the 
same direction to retain the desired ap- 
proximation to Ry. However, when the 
general level of prices rises or falls, this is 
normally (though not in the 1958-59 situ- 
ation) symptomatic of the expansion or 
contraction phase of the business cycle so 
that t generally moves in the same direc- 
tion as V; on a reproduction-cost basis. 
Furthermore, given the economics of rail 
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Table 1 
TOTAL TRAFFIC AND AVERAGE COST 
‘ Average cost 
_— oer ton-miles per en ies 
(Billions) (Cents) 

1948 638 1.17 
1949 527 1.31 
1950 589 1.20 
1951 647 1.24 
1952 615 1.31 
1953 606 1.34 
1954 549 1.35 
1955 624 1.23 
1956 647 1.25 
1957 618 1.33 
1958 552 1.37 





Source: Association of American Railroads, Bureau 
of Railway Economics, Statistics oj Railways of Class 1 
(Washington: August, 1959) 


transport when t rises, average total costs 
per unit, c, falls. This is especially true 
of traffic increments following a contrac- 
tion since, in this case, there will be sub- 
stantial excess capacity. Thus an increase 
in t moves along a declining average cost 
function such as curve CC in Figure 1 
illustrates. 

If traffic were originally at OM, and 
if, in response to a rise in real GNP, traffic 
rose to OM2, average costs would fall 
from OC, to OC,. However, during ex- 
pansion pecuniary costs generally rise, 
especially after the early phases of expan- 
sion. Thus a new and higher cost func- 
tion, C’C’, would become relevant and 
average costs would be OC; instead of 
OC;. It is apparent that the change in 
average costs from an initial situation 
depends on (1) the slope of the cost func- 
tion, (2) the size of the traffic increment, 
and (3) the magnitude of the shift in the 
cost function. It is difficult to say a 
priori whether average costs would de- 
cline, remain stable, or rise. One can 
readily envision circumstances under 
which any of these alternatives might be 
expected to occur. However, Table 1 
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indicates the general nature of the rela- 
tionship between t and c for the years 
1948 through 1958 for all Class 1 rail- 
ways. It is clear from these data that c 
tends to vary inversely with t. Indeed, 
the slope of the regression function is 
negative and the coefficient of correlation 
is about —.60. It is therefore fair to 
conclude that net receipts move in the 
same direction as V; under the reproduc- 
tion-cost base. 

Consequently, when V; rises there is 
less need to alter r to maintain R; than if 
V; (original cost) remained stable. If V; 
were stable over the cycle, when t changed 
net receipts would fluctuate and hence 
actual returns would deviate more from 
R; than if V; moved as it normally does 
under reproduction cost (i.e., sympatheti- 
cally with t). Under original cost, then, 
the Interstate Commerce Commission 
must change r more frequently and by 
greater amounts than under reproduction 
costs. The error of the traditional view 
lies in neglecting the relationship of the 
key variables to general business condi- 
tions. 

The actual situation is, however, more 
complicated than this. The data of Table 
1 and experience since World War II 
indicate the rather sticky nature of prices 
downward. This affects the analysis above 
in two ways: (1) it makes V; under re- 
production cost somewhat insensitive to 
cyclical declines in economic activity, and 
(2) it makes net receipts fall faster be- 
cause as t declines c tends to rise, since 
the movement back along the declining 
average cost curve is not offset by a fall 
in the cost level. Thus during contraction 


we have a situation precisely analogous to 
the problem of basing rates on original 
cost. The difficulty is simply that the rate 
base does not fluctuate enough during 
contraction, which is opposite to the 
usual condemnation of reproduction cost. 
In short, reproduction cost leads to diffi- 
culties during contraction precisely be- 
cause it then behaves like original cost. 

On the other hand, it is cle .r that dur- 
ing expansion, so long as the increase in 
pecuniary cost is not too great, the sym- 
pathetic movement between net receipts 
and V; (reproduction cost) reduces the 
need to vary r. 

We may conclude, therefore, that in 
terms of stabilizing r, reproduction cost 
is generally superior. That is, if price 
levels are flexible both ways, then repro- 
duction cost is preferable under situations 
of expansion and contraction. If price 
levels are inflexible downward but flexible 
upward, there is not much choice between 
the two rate bases during contraction 
although reproduction cost remains su- 
perior during expansion. 

The foregoing negates one of the usual 
arguments in favor of original cost. How- 
ever, this need not tip the balance in 
favor of reproduction cost or some other 
standard, since there are other relevant 
criteria besides stability of the rate level. 
Indeed, whatever standard a regulatory 
body adopts should depend upon its ob- 
jectives. My purpose here was simply to 
correct an erroneous notion which has 
become widespread. 


Gerorce W. Witson* 





* Mr. Wilson is associate professor of trans- 
portation at Indiana University. 
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Work Stoppages of Government Employees, 1942-59 


In 1940 David Ziskind published his 
classic work One Thousand Strikes of 
Government Employees.’ He collected in- 
formation from diverse sources on public 
employee strikes? and concluded that the 
number of such strikes had increased 
during the 1900’s.* 

Two decades have now passed since Zis- 
kind’s study. Employment in government 
has doubled and continues to grow; 
unionization has increased. The federal 
government and eight states now have 
no-strike laws which provide for the dis- 
missal of public employees who partici- 
pate in a work stoppage. Nevertheless, 
public employees do strike— even in 
states with no-strike laws. A study of 
these strikes during the past two decades, 
therefore, should have value for both 
management and labor personnel engaged 
in the day-to-day collective bargaining in 
government. It should also have value 
for legislators who are developing the 
framework for an_ industrial relations 
system in government.‘ 

This study is based on data in the 
Bureau of Labor Statistics annual report 
on work stoppages in the United States 
and special tabulations prepared by BLS. 
Several conclusions emerge from an analy- 
sis of these data. First, despite increases 
in the number of government employees 





*New York: Columbia University Press, 
1940. 

* Ziskind included all work stoppages, includ- 
ing those of less than one day’s duration. [bid., 
p. 189. The Bureau of Labor Statistics includes 
stoppages “involving as many as six workers 
and lasting the equivalent of a full shift or 
longer.”” See U.S. Department of Labor, Anal- 
ysis of Work Stoppages During 1950, Bulletin 
No. 1035 (Washington: 1951), p. 24. 

* Ziskind, op. cit., p. 188. 

*See, for example, Illinois Legislative Coun- 
cil, Public Employee Labor Relations, Publica- 
tion No. 132 (Springfield: 1958). 


and in the unionization of these em- 
ployees, the average number of strikes 
from 1955 through 1959 was substantially 
lower than the annual average for the 
entire eighteen-year period, 1942-59.° 
Second, government strikes have been few 
in number, have involved relatively few 
employees, and have been of relatively 
short duration. Third, the relatively few 
strikes were concentrated among (1) san- 
itation employees, (2) utility employees, 
including transportation, and (3) educa- 
tion employees, usually teachers; these 
strikes were also concentrated in a rela- 
tively few jurisdictions, primarily cities. 
Fourth, disputes over economic issues or 
working conditions caused most govern- 
ment strikes, and the number of strikes 
usually increased in an inflationary pe- 
riod. Finally, the number of strikes 
declined in some but not all of the states 
enacting no-strike laws. 


THE NUMBER OF STRIKES 


Beginning in 1942 and through 1957, 
BLS has published data on the number 
of strikes in three segments of government 
— sanitation, administration, and protec- 
tion (Table 1). BLS included strikes in 
publicly owned schools, utilities, and trans- 
portation in their respective industrial 
categories until 1958. Data on these 
strikes for the years 1947 through 1957 
are presented in Table 2. Beginning with 
1958, BLS has included all public em- 





* Beginning in mid-1950, the Bureau ex- 
panded its work and a new source of strike 
“leads” was added. These services provided 
data on additional strikes, mostly those involv- 
ing relatively few workers. Inasmuch as strikes 
among government employees involve few em- 
ployees, it is likely that the data for the 1950's 
are more nearly complete than those for the 
1940's. 
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Table 1 


WORK STOPPAGES IN SANITATION, ADMINISTRATION, 
AND PROTECTION, 1942-57 











Workers Man-days 

Year Number involved idle 
1942 39 6,021 23,715 
1943 51 10,235 48 ,458 
1944 36 5,733 65 ,672 
1945 32 3,400 20 ,000 
1946 62 9,660 51,000 
1947 14 1,090 7,290 
1948 25 1,440 8,830 
1949 7 2,930 10,300 
1950 28 3,990 32,700 
1951 36 4,900 28 ,800 
1952 49 8,100 33,400 
1953 30 6,280 53,400 
1954 10 1,810 10,400 
1955 17 1,470 7,210 
1956 27 3,460 11,100 
1957 12 820 4,430 

Total 475 71,339 416,705 





Source: U.S. Department of Labor, Bureau of Labor 
Statistics, Analysis of Work Stoppages, annual reports. 


ployee strikes in the category “govern- 
ment.” Table 3 presents the data for the 
years 1947 through 1957 shown in Tables 
1 and 2, and the data for all strikes in 
government for 1958 and 1959. It there- 


Table 2 


fore includes the available data on all 
government strikes from 1947 through 
1959. 

Table 3 shows that there were 459 
strikes in the thirteen-year period from 
1947 through 1959; Table 1 shows that 
there were 220 strikes in the three selected 
segments of government employment from 
1942 through 1946. It can be assumed 
that there were an additional 75 strikes in 
publicly owned schools, utilities, and 
transportation in that five-year period 
(see Table 2). Hence, the total number 
of strikes in the eighteen years from 1942 
through 1959 probably numbered around 
755, an average of about 42 strikes a year. 
During the five years from 1955 through 
1959, the number of strikes averaged only 
24 a year, substantially fewer than the 
over-all annual average for the eighteen- 
year period. 

The number of workers participating 
in strikes has also declined. About 121,- 
000 public employees participated in 
strikes during the entire period, an aver- 
age of 6,700 a year. During the five years 
from 1955 through 1959, the average 


WORK STOPPAGES IN PUBLIC SCHOOLS, PUBLICLY OWNED TRANSPORTATION, AND PUBLICLY OWNED UTILITIES, 1947-57 














Public schools Publicly owned transportation Publicly owned utilities 

Year Num- Workers Man-days Num- Workers Man-days Num- Workers Man-days 

ber involved idle ber involved idle ber involved idle 

1947 20 4,720 20 ,900 2 100 590 1 70 280 
1948 15 4,200 61,200 1 30 340 8 3,200 4,630 
1949 6 360 580 3 6,420 23,200 10 650 3,980 
1950 2 840 15,500 1 130 220 13 1,640 11,600 
1951 8 4,410 65,900 2 6,630 290,000 11 420 8,000 
1952 10 2,110 8,790 1 2,000 6,180 10 750 1,510 
1953 6 330 2,690 0 2 110 760 
1954 8 1,700 6,610 0 sma eat 1 230 450 
1955 2 230 14,900 1 110 110 3 660 4,490 
1956 5 640 1,500 2 500 500 3 90 600 
1957 4 890 4,770 1 1,300 7,800 2 40 170 
Total 86 20,430 203,340 14 17,220 328,940 64 7,860 36,470 





Source: U.S. Department of Labor, Bureau of Labor Statistics. 
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Table 3 
WORK STOPPAGES IN GOVERNMENT, 1947-59 
Workers Man-days 
Year Number involved idle 
1947 37 5,980 29 ,060 
1948 49 8,870 75,000 
1949 26 10,360 38 ,060 
1950 44 6,600 60 ,020 
1951 57 16,360 392,700 
1952 70 12,960 49 ,880 
1953 38 6,720 56,850 
1954 19 3,740 17 ,460 
1955 23 2,470 26,710 
1956 37 4,690 13,700 
1957 19 3,050 17,170 
1958 15 1,720 7,510 
1959 25 2,050 10,500 
Total 459 85,570 794,620 





Source: U.S. Department of Labor, Bureau of Labor 
Statistics. 


number of workers participating in gov- 
ernment strikes in each year was 2,800. 

Strikes in the entire period resulted in 
slightly over one million man-days of idle- 
ness. Based on an average of 7 million 
workers and an average of 200 working 
days a year, the man-days idle resulting 
from strikes in the years from 1947 
through 1959 represented 0.00004 per- 
cent of total government worktime. Man- 
days idle as a percentage of estimated 
worktime in all industry during these 
years averaged 0.35 percent. 

The number of government strikes, the 
workers participating, and the man-days 
idle, as related to all strikes for the years 
1947 through 1959, were as follows: 


Strikes Workers Man-days 
: participating idle 
Government strikes 
(number)...... 459 85,570 794,620 
All strikes (number). 53,194 29,140,000 461,600,000 
Government as per- 
centage of all. 0.9 0.3 0.2 


Although government strikes represented 
0.9 percent of all strikes, the workers par- 
ticipating in government strikes repre- 
sented only 0.3 percent of all strikers. The 
average number of workers participating 
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in a government strike, therefore, was less 
than the average number in all strikes. 
Similarly, although strikers in govern- 
ment represented 0.3 percent of all work- 
ers on strike, man-days idle in government 
represented only 0.2 percent of all idle- 
ness. The average duration of govern- 
ment strikes, therefore, was less than that 
of all strikes.® 


EMPLOYERS AND EMPLOYEES 
INVOLVED IN STRIKES 


The available data on the occupational 
category of employees and the type of em- 
ployer involved in the strikes classified in 
Table 1 have been obtained from BLS for 
the strikes in every third year, beginning 
with 1942. Of the 475 strikes, 154, or 32 
percent, were included in the selected 
five years. Similar data on the occupa- 
tional category and type of employer have 
been obtained for 46 of the 86 strikes in 
the public school system.’ 

All but 2 of the 154 strikes selected 
from Table 1 were strikes against local 
government units, primarily cities. 

Strikes by street cleaners and garbage 
collectors accounted for about half of the 
152 strikes in local government units. 
These employees went on strike 51 times 
alone, and participated, in combination 





* Data are available on the average duration 
of strikes in government for thirteen of the 
eighteen years included in the study. The 
average duration of strikes in government was 
lower than that of all strikes for twelve of the 
thirteen years; and the average duration of 
all strikes was twice the average duration of 
strikes in government for six of the thirteen 
years. The years and the average duration 
were as follows: 1942, 5.0 days; 1943, 4.5 
days; 1945, 6.8 days; 1946, 6.5 days; 1948, 
12.6 days; 1949, 23.0 days; 1950, 4.3 days; 
1952, 6.6 days; 1953, 8.4 days; 1954, 10.7 
days; 1955, 5.4 days; 1956, 5.4 days; and 
1957, 14.6 days. 

"Beginning with 1947, data were obtained 
for every other year. 
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with employees in other departments, in 
28 additional strikes.* The employees of 
other departments also combined and par- 
ticipated in 18 other strikes. Highway 
and road employees struck in 13 of the 
remaining 51 strikes. Maintenance em- 
ployees and employees of various utilities 
each struck 11 times. Park and recreation 
employees struck three times, and sewer 
department employees struck twice.'® 

All but two of the 46 strikes in the 
public school system were against a local 
school district. Teachers struck 32 times; 
non-teaching employees struck 11 times; 
and teachers, janitors, and clerks struck 
together once."? 

These data on the occupational cate- 
gory of strikers in publicly owned schools 
and in administration, sanitation, and 
protection may be coupled with the data 
on strikes in utilities and transportation 
presented in Table 2. Combined, these 
data indicate that strikes among govern- 
ment employees are heavily concentrated 
among (1) sanitation employees; (2) util- 
ity employees, including transportation; 
and (3) education employees, primarily 
teachers. Sanitation employees probably 
participated in as many strikes as utility 
and education employees combined. 





*There were four additional strikes by em- 
ployees in closely related work, i.e., at garbage 
disposal facilities and incinerator plants. 

* Several departments and types of employees 
participated in these strikes. In at least one 
of the 46 strikes in which more than one de- 
partment participated, employees in the follow- 
ing departments joined in the strike: police- 
men, hospital employees, cemetery employees, 
engineering department employees, health de- 
partment employees, and city hall employees. 

* Strikes by a police department, by the 
communications department of a fire depart- 
ment, and by city truck drivers accounted for 
three more strikes. In the remaining eight 
strikes, the available information indicates only 
that the strikers were “municipal employees.” 

“No information is available on the occupa- 
tional category of the strikers in two instances. 


The Bureau of the Census has esti- 
mated that in April, 1957, there were 
84,000 employees in sanitation, 228,000 
employees in local utilities, and about 2.5 
million employees in education.’** The 
relatively few employees in sanitation — 
probably about 1 percent of all govern- 
ment employees— have been the most 
frequent participants in strikes. The 3 
percent employed in utilities have been 
the second most frequent participants. 
When related to an employment figure of 
2.5 million, the number of strikes in edu- 
cation indicates that these employees have 
a much lower “propensity to strike” than 
either sanitation or utility employees. 
And, of course, the sanitation worker 
emerges with a high “propensity to strike” 
compared with that of the utility worker. 

In their study of the “interindustry 
propensity to strike,’ Clark Kerr and 
Abraham Siegel concluded that the work- 
ers’ “location” in society determined his 
“propensity to strike.” Workers who 
formed a homogeneous and undifferen- 
tiated group—who were an “isolated 
mass” — were likely to have a high “pro- 
pensity to strike.”** The sanitation worker 
certainly fits this description, and the fact 
that he is a frequent striker should there- 
fore not be very surprising. 

Strikes were not only concentrated 
among certain workers, they were also 
concentrated among certain local govern- 
ment units, primarily cities. Strikes in 20 
cities totaled 53 or more than one-third 
of the 154 strikes in the selected five-year 





* U.S. Department of Commerce, Bureau of 
the Census, Compendium of Public Employ- 
ment (Washington: 1958), p. 14. 

“Clark Kerr and Abraham Siegel, “The 
Interindustry Propensity to Strike — An Inter- 
national Comparison,” in Arthur Kornhauser, 
Robert Dubin, and Arthur M. Ross, Industrial 
Conflict (New York: McGraw-Hill, 1954), 
pp. 191-96. 
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sample. Education employees struck the 
same employer only twice. The signifi- 
cance of these repeated strikes cannot be 
ascertained without a detailed study of 
the labor relations pattern in these juris- 
dictions. Nevertheless, the data suggest 
that specific problems peculiar to certain 
jurisdictions may be important factors in 
determining strikes. 


CAUSES OF STRIKES 


Government employees strike almost 
exclusively because of disputes over eco- 
nomic issues or working conditions. Ac- 
cording to published BLS data, the major 
causes of the 475 strikes presented in 
Table 1 were as follows: 


Wages, hours, and fringe benefits........ .307 
Other working conditions................ 77 
r,s. ehebee rannbe we wei 41 
Union organization, wages, and hours... .. 43 
IE, oo 9. esessicac nen, erect bee ecm Poeoneaele 7 


About 4 out of every 5 strikes, then, were 
caused by disputes over economic issues 
or working conditions. Economic issues 
were also present in an additional 9 per- 
cent. 

The number of employees who partic- 
ipated in the strikes presented in Table 
1, classified by the major cause of the 
strike, was as follows: 


Wages, hours, and fringe benefits. .... . 47,000 
Other working conditions............. 12,000 
Union organization, wages, and hours. . .7,000 
Union organization................... 5,000 
RE ss ok in ok cud acek nan eie ee 1,000 

oa Was Swsay se ebendbentantenen 72,000 


These data cast doubt on the view that 
the opposition of government officials to 
unionization has been a frequent cause of 
strikes..* They also cast doubt on the 





“Union recognition was the sole cause of 
only 9 percent of the government strikes pre- 
sented in Table 1. The proportion of all strikes 
(government and nongovernment) caused ex- 
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view that “jurisdictional” questions have 
been a frequent cause of strikes by public 
employees.** 

Ziskind found that “the failure of wages 
to rise with an increase in the cost of 
living has been the most frequent cause 
of strikes in government employment.”*® 
Relating the trend of strikes in Table 1 
and Table 3 to movements in the con- 
sumer price index tends to support this 
generalization, albeit with some excep- 
tions.’ Inasmuch as strikes tend to rise 
in periods of inflation, frequent negotia- 
tions on wage issues would seem desirable. 
City administrators and unions might con- 
sider the adoption of a “cost-of-living” 
clause, gearing wages to changes in price 
levels. 


IMPACT OF NO-STRIKE LAWS 


Data are available on the state distribu- 
tion of 404 of the 475 strikes in Table 1. 
Strikes by government employees were 
reported in 34 states, but 11 states ac- 
counted for almost 300 of the strikes.'* 
The number of strikes and the number of 
years, both before and after the year the 





clusively by the union recognition issue was as 
low as 10 percent in 1953 and as high as 16 
percent in 1949 during the sixteen years from 
1942 through 1957. 

* There were only seven such strikes, involv- 
ing about 1,000 employees, during the entire 
sixteen-year period. 

* Ziskind, op. cit., p. 192. 

“The number of strikes in Table 1 reached 
a high of 62 in 1946, a year in which the price 
level increased. The number of strikes declined, 
however, in 1947 despite a continued increase 
in the price level. As indicated in Table 3, 
strikes among all government employees in- 
creased sharply in 1951 and 1952, a second 
period of substantial increases in the price level. 

* The states and the number of strikes in 
each state were as follows: Illinois and Penn- 
sylvania, 40 each; Ohio, 38; Wisconsin, 33; 
New York, 28; Michigan, 27; New Jersey, 26; 
Indiana, 19; Kentucky and Missouri, 16 each; 
and Texas, 15. 
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Table 4 


STRIKES BEFORE AND AFTER ENACTMENT OF NO-STRIKE LAW 
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Before enactment 


After enactment 








Year of 


Number of 





State enactment Number of Number of Number of 
years strikes years strikes 
Virginia 1946 5 1 11 3 
Michigan 1947 6 25 10 2 
Pennsylvania 1947 6 26 10 14 
New York 1947 6 8 10 20 
Texas 1947 6 9 10 6 
Nebraska 1947 6 0 10 0 
Ohio 1949 8 29 8 9 
Minnesota 1951 10 3 6 1 





Source: U.S. Department of Labor, Bureau of Labor Statistics, Analysis of Work Stoppages, annual reports. 


no-strike law was enacted, in those states 
which now have a no-strike law are 
shown in Table 4.*° The average annual 
number of strikes increased in New York 
after passage of the law; it declined in 
Michigan, Pennsylvania, Texas, and 
Ohio; and it did not change appreciably 
in Virginia, Nebraska, and Minnesota. 

The experience of five states which en- 
acted no such legislation provides an in- 
teresting contrast. The number of strikes 
in each of these states before and after 
1947 was as follows:*° 


1942-47 1948-57 

(6 years) (10 years) 
Sa 13 26 
New Jersey 15 11 
Wisconsin. 15 18 
NS wae nals 8 11 
Kentucky......... 6 10 





” For a discussion of the passage of the no- 
strike laws, see Illinois Legislative Council, op. 
cit., pp. 6-13. Missouri and Washington passed 
no-strike legislation in 1947, but both repealed 
the legislation in 1949. Ibid., p. 10. 

* The data were presented before and after 
1947 because seven states enacted the no-strike 
legislation in that year. All the states cited in 
footnote 18 which did not pass a no-strike law 
are included in the analysis. 


The annual average number of strikes did 
not change appreciably in Illinois, Indi- 
ana, and Kentucky; it declined in Wis- 
consin and New Jersey. 

The experience of four states enacting 
no-strike laws suggests that the law will 
result in a decline in the number of 
strikes. New York’s experience, however, 
suggests that the prescription has definite 
limitations. Moreover, the decline in the 
number of strikes in Wisconsin and New 
Jersey (states which did not enact no- 
strike laws) suggests that the objective 
can be obtained without passage of such 
legislation. 

Joseru Kristov* 





* The author is a lecturer at McCoy College, 
Johns Hopkins University. He wishes to express 
appreciation to Joseph Bloch and Loretta Nolan 
of the Bureau of Labor Statistics for assistance 
in compiling the data and for comments on 
the manuscript. 
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The Quality and Economic Significance of 
Anticipations Data. A conference of the 
Universities-National Bureau Committee for 
Economic Research (Princeton: Princeton 
University Press for the National Bureau of 
Economic Research, 1960. Pp. xi, 466. $9.00) 


The study of expectations is one of the 
most promising new developments in 
business forecasting. Surveys of this type 
have multiplied in recent years with the 
postwar development of business statistics 
and business planning. The thesis is in- 
tuitively appealing: since businessmen 
and (to some extent) consumers plan 
ahead, surveys of their spending plans and 
attitudes may provide important clues to 
future short-run changes in_ business 
activity. 

This volume presents the views of 37 
experts at a conference sponsored by the 
National Bureau of Economic Research 
at Princeton on November 8 and 9, 1957. 
The papers cover a surprising variety of 
surveys, such as business plans for new 
plant and equipment, inventory planning, 
anticipations of sales and employment, 
railroad shippers’ forecasts, life insurance 
companies’ investment commitments, and 
consumer expectations and attitudes, in- 
cluding the Consumers Union spending- 
intentions data. Only one paper—a 
Netherlands report — covers government 
planning. 

In the words of the introductory sum- 
mary, the volume consists of four parts: 


Part I contains two papers whose authors 
look normatively at the planning process — 
working back from the problems to be de- 
cided into the forecasts needed for rational 
decision. Charles C. Holt opens his paper 
(itself an exercise in forecasting!) with a brief 
survey of past and present uses of forecasts 
and then discusses the impact of new decision 
methods on needs for forecasts (which prove 
to be stiffened in some ways, but relaxed in 
others). He concludes with a presentation 
of a concrete decision analysis and its specific 
forecast requirements. Henri Theil considers 
forecasting in its relation to government 
policy-making. .. . 

In Part II are the papers which focus most 
sharply on the formation of expectations. 
George Katona brings to bear cross-lights 
from psychology plus the insights of a re- 
search team who have first-hand experience 
with several types of expectation surveys. 
Robert Ferber illustrates the strengths and 
difficulties of comparing bodies of evidence, 
and Albert G. Hart, those of a check from 
internal evidence. Broadly speaking, the 
papers confirm our advance impression that 
relatively simple extrapolation patterns “ex- 
plain” a large part of the variance of 
expectations. Katona makes it plain that 
“general economic conditions” as well as 
personal experience with the variable to be 
forecast have a marked influence on respond- 
ents, and Hart suggests that extrapolation of 
recent levels and rates of change leaves an 
“unexplained” residue which contains an ap- 
preciable part of the predictive value of 
expectations. 

Part III is devoted primarily to reports on 
series not previously available for systematic 
professional scrutiny. F. Thomas Juster and 
Morris Cohen, in particular, report on the 
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first stages of research enterprises which seem 
likely to yield valuable time series. James J. 
O’Leary, on the other hand, offers a rather 
tantalizing glimpse into a body of data which 
seems fairly well established as a continuing 
sevies but so derived that it is hard to publish 
results. 

Part IV brings together reviews of series 
already scrutinized at earlier conferences but 
so important that review should be fairly 
continuous. Arthur Okun’s paper comes last 
because its central emphasis on combining 
expectational indications with each other and 
with related data [to forecast national prod- 
uct] makes it an effective review of almost 
the entire field of the conference. 

One cannot present an over-all sum- 
mary (or appraisal) of so diverse a set of 
reports, and the Conference does not at- 
tempt to do so. A few general conclusions 
stand out: Aggregative industry inten- 
tions are more reliable than those of par- 
ticular industries, which in turn are su- 
perior to those of individual companies. 
Large companies tend to make firm de- 
cisions further ahead than small firms. 
Consumers plan ahead better on major 
durables (houses, new cars) than on 
minor durables (appliances). Anticipa- 
tions over the next three to six months are 
of course superior to those over the com- 
ing year. 

The reliability of individual surveys 
varies widely— from the relatively de- 
pendable Department of Commerce- 
Securities and Exchange Commission sur- 
veys of business investment anticipations 
to the highly doubtful or controversial 
railroad shippers’ forecasts. Nevertheless, 
every survey has potential value. 

Because anticipations have many possible 
uses, it is exceedingly dangerous to render an 
over-all judgment on the predictive value of 
any expectational variable. Any investigator 
rash enough to declare that a series has no 
value is stating merely that he has discovered 
no fruitful use. He may find himself em- 


barrassed in short order by the research of a 
more ingenious or more fortunate economist. 
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On the other hand, a favorable verdict may 
be upset by a demonstration that equally 
good results can be obtained without reliance 
on that series. . . 

The task of the economist is not only 
to estimate and minimize the random 
sampling errors in such surveys, but also 
to evaluate and adjust for their biases. 
As yet the evidence is insufficient to judge 
the newer surveys. As more anticipations 
data become available, however, and as 
our appraisal of them improves, such 
surveys will provide an increasingly valu- 
able tool in forecasting. 


WituiaM A. SpurR 
Stanford University 


The Political Economy of National Security. 
By James R. Schlesinger (New York: Praeger, 
1960. Pp. vii, 287. $5.00) 

National security is undoubtedly a pri- | 
mary goal of any foreign economic policy. 
Without national security, the other objec- 
tives of welfare and individual freedom 
cannot be pursued. However, to conceive 
of United States national security as 
meaning only military security and sup- 
port by others of our foreign policies, as 
does Professor Schlesinger, is to adopt too 
narrow a concept. ; 

In his introduction to this analysis of 
the economic factors bearing on national 
security, which is based on a series of lec- 
tures given at the Naval War College in 
1957, he asserts that the great danger 
facing the United States is not nuclear 
but limited wars. The United States must, 
therefore, be constantly on a high level of 
mobilization, which requires “a radical 
reorientation of our traditional framework 
of beliefs” concerning the relation of na- 
tional interests and national objectives. 

According to the author, national ob- 
jectives affect policy more than national 
interests; the former are “specifics that 
emerge, fortuitously and temporarily, 











from immediate conditions,” whereas the 


latter “are few in number, are broad and - 


are valid for long periods of time” (p. 9). 
He asserts that one objective which must 
be abandoned is that of containment; 
the United States is unprepared to con- 
tain the Soviet advance “psychologically 
or militarily” and we must adjust, there- 
fore, to an expansion of its influence. Our 
objective should be 

the preservation of a strong, free and viable 
Western Europe. This implies the preserva- 
tion of Western influence in Africa — by asso- 
ciation, if possible; by force, if necessary — 
and the forging of a Euro-African geopoliti- 
cal unit. . . . A second vital objective is the 
preservation of offshore Asia and Oceania. 


(p. 11) 

After this introduction come several 
chapters on introductory economics: the 
first on allocation and alternative costs; 
the second on national income accounting, 
the different uses of income in the United 
States and Russia, and the different 
means of allocation employed in each, 
stressing the difficulties of comparing in- 
come levels in the two countries; the third 
on economic capacity and national power, 
stressing that power depends on the indus- 
trial complex and the production of stra- 
tegic goods rather than on gross capacity 
to produce and concluding that economic 
capacity is relative to the type of war to 
be fought, to the willingness of the people 
to fight or sustain sacrifices at a given 
time, and to knowledge of how to use the 
economy to meet different types of war; 
the fourth on the problems of economic 
mobilization for limited wars, stressing 
the inadequacy of the market mechanism 
to keep the economy at a proper mobiliza- 
tion level and the ineffectiveness of con- 
trols when the objectives are not fully 
supported by economic groups, as shown 
by experiences during World War II and 
the Korean War; and the fifth, an intro- 
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duction to the problems of governmental 
budgeting, but with little application to 
problems of national security. 

Moving into the international arena, 
Schlesinger provides an introduction to 
the role of international trade (Chapter 
6) and argues that it is now appropriate 
from a strategic point of view for the 
United States to open its gates to foreign 
goods, conserving resources it has within 
its own borders. An expansion of its in- 
dustrial exports will improve its mobiliza- 
tion base. The United States cannot 
adopt an autarkic policy, which it seems 
more interested in pursuing than one of 
liberalized trade, for it must in fact rely 
on outside suppliers of many strategic 
items. Trade policy should also recognize, 
he argues, the “influence effect” of the 
interdependence of economies arising from 
trade; the possibility of cutting off trade 
is a threat to many smaller countries 
which rely on supplies from the United 
States and its allies. Specifically, the ob- 
jectives of preserving Asia and Oceania 
and of relying more on trade means a 
greater willingness to take Japanese prod- 
ucts than has previously been the case. 
The objective of maintaining a world-wide 
coalition leads directly to a policy of eco- 
nomic interdependence. Such a United 
States trade policy, he avows, is a major 
means of preventing Russia from using 
trade-aid inducements to subvert the econ- 
omies of the rest of the world. 

To this point, the reviewer found little 
with which to quarrel, but the last three 
chapters on “Soviet Economic Growth” 
and the “Underdeveloped Areas” (eco- 
nomic prospects and political considera- 
tions) raised many points of disagree- 
ment. Schlesinger’s main theses are that 
(1) Russian growth is no threat even if 
it remains at rates higher than growth in 
the United States, (2) economic growth 
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in the less developed countries is most 
likely to be so slow as to bring only a 
doubling of living standards within a 
century, leaving these people with still 
very low levels of consumption and facing 
an even greater disparity with the indus- 
trialized countries, which are likely to 
grow at much faster rates, and (3) eco- 
nomic aid to the underdeveloped countries 
can do but litle to help improve them 
and should be extended to each only on 
a scale “graduated in accordance with 
support given Western policies and the 
degree of resistance to the policies of the 
Sino-Soviet bloc” (pp. 243-44). 

On Russian growth Schlesinger rightly 
observes that we cannot stop it and argues 
further that there is no purpose in merely 
outproducing her. In this he is also cor- 
rect, but he is estopped from finding a 
better purpose for expansion by his singu- 
lar goal of military security (there is no 
need to have more than enough) and by 
his belief that we can do little to accel- 
erate progress in other countries. This 
reviewer believes, however, that there is 
ample “demand” for United States pro- 
duction in aiding the less developed 
countries and there is also a sizable unmet 
need for improvements in the United 
States, which is not expressed through the 
market mechanism — for example, slum 
clearance, roads, conservation, irrigation, 
land reclamation, and education. While 
Schlesinger inveighs against assertions that 
the United States cannot “afford” mili- 
tary expenditures, his own assertion that 
there is no need to grow faster than 
Russia is tantamount to saying that our 
needs somehow will remain less or that 
some should go unmet. Schlesinger would 
also advise the uncommitted nations to 
compare the relative levels of living in 
the United States and Russia rather than 
industrial growth; but he admits that 


security comes from the latter and asserts 
that the undeveloped countries can ex- 
pect little improvement in the former. 
Thus he holds out the unattainable 
United States standard and asks them to 
disregard the alternative which may be 
reachable. 

If the uncommitted nations also adopt 
Schlesinger’s primary objective of national 
security they will insist on the pattern of 
industrial growth 4 la Russia. In effect, 
he is urging upon them precisely what he 
does not desire — movement toward the 
Russian system. He does see that such 
movements may occur but asserts that the 
responsibility is not ours if they come. 
While the United States undoubtedly 
should not be held accountable for all 
that transpires in the world during the 
next decade, we can certainly affect some 
of the changes for good or ill. Primary 
concern for national security—in the 
narrow sense of military security and 
support by others of our foreign policy 
positions — will probably reduce the po- 
tential for good. 

The acceptance of other motives than 
security — such as humanitarianism — is 
“potentially unrealistic” to Schlesinger. To 
this reviewer there is a close relation 
between feelings of moral duty (humani- 
tarianism) and national security, espe- 
cially when force has been relegated to the 
background in the settlement of disputes. 
Contrary to Schlesinger’s assertion that 
“our policies ought to be based, not on 
the internal social organization of other 
states, but rather upon their foreign 
policies and the attitudes they take on the 
international issues that are of concern 
to us” (p. 235), it is just that concern 
for the social and economic condition of 
“everyman, everywhere” that is America’s 
greatest strength in obtaining support on 
international issues. 








A tangible expression of this attitude is 
foreign aid to the undeveloped countries. 
Schlesinger rejects this view of foreign 
aid as unrealistic when he disposes of the 
arguments of Millikan and Rostow in 
favor of greatly expanded assistance. He 
disposes equally readily of the radical- 
conservative view of the free-enterpriser 
who wishes to remove all assistance, and 
of the “eclectic” who tries to avoid either 
extreme but fails to “lay down firm 
guidelines for specific tactical decisions in 
the granting of assistance.” Schlesinger’s 
“suggested policy framework” itself falls 
into the last category. His policy of ex- 
tending aid only to those supporting 
Western policies provides no tactical rules 
as to how to weight the different support- 
ing techniques (commercial policies, re- 
ception of private investment, votes in the 
UN, efforts to prevent Communist sub- 
version, and so on) by potential recipients 
and leads logically to providing more to 
Latin America than to other areas (p. 
244). But his own national goals, quoted 
above (from p. 11) leave the preserva- 
tion of Latin America unmentioned while 
stressing the less committed nations of 
Asia and Oceania. His proposal reduces 
to the proposition that we cannot buy 
friendship with aid since it will help im- 
prove living standards only a little but 
that United States security can be readily 
purchased with the same sums—a du- 
bious proposition at best and a harmful 
one at worst. It is valid as an objective, 
within his own terms of reference of 
building a strong Western coalition, only 
if the national security of the United 
States is paramount in the strength of the 
West and is recognized as such by all 
other nations. 

Jack N. BEHRMAN 


University of Delaware 
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The Wage-Price Issue: A Theoretical Anal- 
ysis. By William G. Bowen (Princeton: 
Princeton University Press, 1960. Pp. xvi, 
447. $8.50) 

One of the anomalies of the cruder 
versions of the neoclassical system was the 
dichotomy between its aggregate monetary 
theory of the general price level and its 
marginal revenue-marginal cost determi- 
nants of individual prices. The Keynesian 
revolution and the later neoclassical syn- 
thesis provided the missing link between 
the two parts of the theoretical structure 
by elaborating the connection between the 
money supply on the one hand and the 
level of aggregate demand on the other, 
via interest rates and real balance effects. 
With this correction, the microstructure 
of changes in aggregate demand could 
continue to be ignored in the analysis of 
changes in the general price level, if one 
were willing to assume that commority 
and factor markets were perfectly com- 
petitive in nature. (The system would 
also “work” even if markets were char- 
acterized by producer monopolies and 
unions so long as the former maximized 
short-run profits and the latter strove to 
equate marginal utilities and disutilities 
of work.) A competing and equally ag- 
gregative model, purporting to explain 
movements in the general price level, has 
become fashionable in recent years. There 
exists, according to this new inflation 
school, a monolithic upward push in 
efficiency wages, stemming from the 
monopoly power of unions, which in turn 
is passed on in higher prices. The ma- 
nipulation of aggregate demand by the 
monetary and fiscal authorities cannot 
stem the tide of price increases without 
creating intolerably high levels of unem- 
ployment and excess capacity. 

Professor Bowen has taken aim at the 
exceedingly aggregative nature of both of 
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these explanations of changes in the price 
level. His major thesis is that the wage- 
price issue cannot be fruitfully analyzed 
in aggregate terms alone. The moderate 
changes in price levels which have char- 
acterized recent years can be understood 
only through a careful examination of the 
extraordinarily complex microstructure of 
the modern economy. 

The book is divided into five major 
parts. It first lays out — as a convenient 
straw man, so to speak — a simplified ver- 
sion of the Slichterian cost-push model. 
Union-won wage advances exceed pro- 
ductivity gains; prices are raised propor- 
tionately; the monetary authorities are 
consequently forced either to validate the 
price rise with easy money policies or to 
accept a rising volume of unemployment. 

The three basic parts of this “dilemma 
model” are then examined in turn: the 
wage determination assertion, the price 
consequences of wage increases, and the 
monetary policy implications of a rising 
cost-price structure. The book concludes 
with a fifth and final part devoted to con- 
clusions about the nature of creeping in- 
flation drawn from the preceding detailed 
analysis. 

In such a broad survey there will al- 
ways be specific points with which any 
individual reader will disagree. And there 
are a few technical slips scattered through- 
out the book. On the whole, however, the 
sections of the work devoted to the deter- 
minants of changes in wages and prices 
are an exceedingly useful antidote to the 
facile acceptance of the oversimplified 
microeconomic assumptions which under- 
lie many current discussions of inflation. 
It is impossible to do justice in a short 
review to Bowen’s richly elaborated and 
carefully detailed examination of the fac- 
tors determining wage and price changes. 
Certain major conclusions do emerge, 
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however. In the first place, Bowen stresses 
the link between the structure of product 
markets and wage changes. The existence 
of large profits in oligopolistic firms and 
downward rigidities in their price struc- 
ture invites rising wage costs. Similarly 
the transmission of wage increases from 
one sector of the economy to the other is 
facilitated by the modified (and Bowen 
stresses the modifications) cost-plus pricing 
which characterizes large segments of 
American industry. Uncertainty, mutually 
interacting demand curves, non-price 
competition, and the desire to maintain 
existing customer-supplier relationships 
impart to pricing policies of big business 
a complexity which is ill-described by 
simple short-run profit maximizing prin- 
ciples. In general these characteristics 
of modern industry, in combination with 
strong, aggressive unions, tend to weaken 
the link between the conditions of de- 
mand in the commodity and factor mar- 
kets and the magnitude of wage and price 
increases. The demand links are not de- 
stroyed, of course, but their weakening 
has serious implications for public policy. 
This diminished sensitivity of wages 
and prices to demand conditions is, in the 
opinion of the reviewer, the key to the 
“dilemma” model. If wages and prices 
were sensitive to demand conditions, and 
in particular to negative excess demand, 
authorities would not be forced to choose 
between inflation and unemployment. 
While justly criticizing the monolithic 
wage-push version of the simple dilemma 
model, Bowen recognizes that current 
price- and wage-determining institutions 
can pose a dilemma for public policy. 
The concluding chapters of the book 
are perhaps its weakest parts, not so much 
by commission as by omission. Bowen, 
quite rightly, points out that an analysis 
of the inflation potential inherent in any 








given situation cannot be evaluated with- 
out a consideration of the composition of 
the relevant factors and their distribution 
throughout the economy; macro analysis 
is not enough. He further notes that “the 
real source of significantly large wage in- 
creases is the existence of certain ‘potent’ 
or ‘deadly’ groupings of wage determining 
factors” (p. 397). However, he fails to 
consolidate his gains by a systematic anal- 
ysis of the kinds of groupings and proc- 
esses which are most likely to give us 
trouble. For example, with the market 
structure described by Bowen, differential 
productivity gains in various sectors of 
the economy may be expected to lead to 
unit labor cost increases throughout the 
economy. Because of downward price and 
wage rigidities and the “transmission belt” 
by which cost increases in one part of the 
economy are spread to other sectors, siz- 
able changes in the composition of de- 
mands can also lead to over-all price in- 
creases, even within a context of stable 
aggregate demands. Bowen discusses these 
matters, but in a manner which leaves the 
outcome somewhat inconclusive. For ex- 
ample, he emphasizes the importance of 
analyzing the composition of demand 
changes. The chief emphasis is on whether 
demand is shifting toward competitive 
sectors and away from oligopolistic sectors, 
or vice versa. If, however, prices and 
wages in most industries respond more 
quickly and more sharply to positive than 
to negative excess demand, any large shift- 
ing about of demands in the economy will 
usually lead to a general price rise. 

What this reviewer feels that Bowen 
failed to say does not detract from the 
solid merits of what he did say. He has 
taken a large step forward in the blending 
of aggregate theory with a sophisticated 
micro theory of market structures. The 
book deserves a wide audience not only 
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among specialists, but also among others 
in the profession. 


Cuares L. SCHULTZE 
Indiana University 


Changing Patterns of Industrial Conflict. By 
Arthur M. Ross and Paul T. Hartman (New 
York: Wiley, 1960. Pp. x, 220. $6.50) 


Students of industrial conflict both in 
this country and abroad have long been 
confronted with the fact that most re- 
search in the field has tended to be narrow 
in scope and limited in time. It has been 
difficult to get a broad view. This volume 
is a unifying work which attempts to de- 
velop a continuous story of industrial strife 
over the last half-century in many differ- 
ent countries. It is concerned with all 
types of conflict — workers versus govern- 
ment and interunion strife, as well as 
union-management struggles. 

Despite many limitations in the data, 
the volume succeeds in its objective re- 
markably well and must be regarded as a 
significant contribution to labor relations 
literature. 

The authors take an encouraging view 
of the evolution of worker organizations 
in the free world. They find industrial 
conflict has declined almost everywhere in 
the past. They hold out hope of lessen- 
ing conflict in the future. 

The raw material for this work consists 
of four annual statistical series: (1) num- 
ber of workers involved in_ strikes, 
(2) man-days lost, (3) union member- 
ship, and (4) nonagricultural employ- 
ment. Fifteen countries are surveyed. So 
far as the data permit, the years covered 
are from 1900 to 1958.* On this base the 
authors develop for each country the ex- 





* Many readers will recognize this volume as 
an expansion of an earlier work by A. M. Ross 
and D. Irwin, “Strike Experience in Five 
Countries,” Industrial and Labor Relations Re- 
view, Vol. 4, April, 1957. 
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tent of conflict, how it has occurred, and 
why. 

Two trends have occurred in nearly all 
of the fifteen non-Communist countries 
since 1900. First, there has been a decline 
in the proportion of union members going 
on strike (France excepted). Second, the 
average duration of strikes has declined. 
Why should this be so? 

In an excellent analytical chapter (5) 
entitled “The Withering Away of the 
Strike,” the authors explain why the strike 
is “going out of style.” Their summary 
is worth noting: 

First, employers have developed more so- 
phisticated policies and more effective organ- 
izations. Second, the state has become more 
prominent as an employer of labor, economic 
planner, provider of benefits and supervisor 
of industrial relations. Third, in many coun- 
tries (although not in the United States) the 
labor movement has been forsaking the use 
of the strike in favor of broad political en- 
deavors. (p. 42) 

Actually there are other factors impor- 
tant in the decline in labor conflicts, as 
the authors point out in the following 
chapter (6), which discusses why strikes 
are usually so prevalent in the early his- 
tory of labor movements and later taper 
off. 

In the beginning stages of unionism, or- 
gonizational and jurisdictional conflicts 
are numerous. These later decline as the 
issues are settled in favor of one union or 
another. In the early stages, left-wing 
unions contribute to conflict in an effort 
to establish a reputation for aggressive- 
ness. The subsequent decline of Commu- 
nist unions in most Western countries has 
reduced this source of strife. In the be- 
ginning, collective bargaining is usually 
single-firm which makes for great em- 
ployer resistance. Later the spread of 
inter-firm, regional, and national bargain- 
ing appears to have a quieting effect on 


union turbulence. Labor movements 
within themselves over time appear to ex- 
perience a centralizing tendency. This 
also appears to reduce conflict. 

It was noted earlier that the growth of 
political activity serves as a damper on 
work stoppages. This sometimes puzzles 
observers. The authors give two explana- 
tions. First, strikes injure the political ac- 
tivity of the labor movement, if it is 
contending for national leadership, by 
alienating the middle-class voter whose 
help is needed. Second, industrial unrest 
and resentment is often channeled off by 
vigorous political activity. If a labor party 
wins a national election, the deterrent 
effect is even greater. 

Although certain trends appear to have 
occurred in nearly all the countries, there 
are at the same time certain differences. 
These fall into four patterns. 

One pattern is the North European-first 
variant. It includes Denmark, the Nether- 
lands, the United Kingdom, and Ger- 
many. It is characterized by average strike 
activity and moderate duration of strikes. 
A North European-second variant consists 
of Norway and Sweden. In these coun- 
tries strikes have been infrequent but of 
fairly long duration. 

A third pattern is the Mediterranean- 
Asian including France, Italy, Japan, and 
India. Participation in strikes is very great 
but strike duration is short. And fourth is 
the North American pattern consisting of 
the United States and Canada. It is char- 
acterized by a “moderately high propen- 
sity to strike as well as relatively long 
duration.” 

A separate chapter is devoted to the 
many special institutional factors involved 
in each of these four patterns with an 
additional chapter concerned with three 
areas which do not seem to fit into any 
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of the four groups just cited, namely, 
Australia, Finland, and South America. 

Most readers will likely center interest 
in the chapter (11) on the evolution of 
conflict in the United States. Our conflict 
rate has been high. In recent years work 
stoppages have averaged longer here than 
in any of the other fourteen countries ex- 
cept Sweden. Yet over time, both worker 
involvement rates and strike duration have 
declined. 

Part of this decline is due to the dimin- 
ishing rivalry between unions. This is of 
vital importance because the structure of 
collective bargaining in the United States 
is the most decentralized in the world. 
Part of the decline is due to the accom- 
modation of unions by employers. Part is 
due to the greater collaboration of em- 
ployers with each other in dealing with 
unions. This tends to “pare down” union 
demands. Employer co-insurance abets the 
trend. Internal union leadership conflicts 
have diminished. 

With considerable prescience the au- 
thors point to the biggest single potential 
cause of future conflict in union-manage- 
ment relations in this country today — the 
work rule issue. They believe it will be 
handled successfully in time, like such 
issues as discipline, incentive pay, job 
rating, and security. They conclude in- 
dustrial conflict may well increase in the 
short run but will continue to decline in 
the long run. 

Ordinarily a volume based on statistical 
series is dull reading. The authors have 
done a remarkably good job of reducing 
the dullness with sprightly writing. Much 
is added to the work by such pungent 
observations as 

“Projection is the poor man’s prophecy.” 
Since there is a good deal of momentum in 
human history, distinguished reputations are 
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often acquired with the use of this technique. 
(p. 176) 

For those with lingering doubts that 
free management and free labor can, 
eventually, resolve their differences, this 
book should make for enjoyable as well as 
informative reading. 

Joun B. Parrisu 
University of Illinois 


The Capital Budgeting Decision. By Harold 
Bierman, Jr., and Seymour Smidt (New York: 
Macmillan, 1960. Pp. xi, 246. $6.00) 


This book is intended to present, to an 
audience which is probably completely 
unfamiliar with the technical literature on 
economic theory or capital budgeting, a 
clear conception of how to evaluate in- 
vestment proposals. In making this pre- 
sentation the authors express their convic- 
tion that the “present-value” method of 
evaluating the economic worth of invest- 
ments is superior to other methods of eval- 
uation discussed in business literature. 
Most of the book is devoted to explaining 
the principles of this method of analysis 
and advocating it as the preferred method. 
While in the main the book is couched in 
simple language, at times the discussion 
becomes highly technical and difficult to 
follow; and the explanation of the mean- 
ing of present value seems to be somewhat 
inadequate in a book intended for the lay 
reader. 

The over-all approach to investment 
policy recommended by the work is first 
to determine the cost of capital for the 
company in question. This is defined as 
the rate at which the company can bor- 
row additional funds, apparently in un- 
limited amounts, or invest funds exter- 
nally. Once this cost of capital has been 
determined, all investment opportunities 
are to be analyzed by the present-value 
method, using the previously determined 
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cost of capital as the discount rate. All 
investment opportunities which in_ this 


analysis show up with a positive “net 


present value” —that is, a discounted 
present value exceeding their initial cost 
— should then be undertaken. 

The authors are apparently not trou- 
bled by any fear that the company in 
question will run out of investment funds 
by adopting this approach. They are evi- 
dently convinced that for the typical com- 
pany additional funds can always be ob- 
tained at the cost of capital for any or all 
investment opportunities. While capital 
rationing is discussed toward the end of 
the book, this is quite clearly regarded as 
the unusual situation. Capital rationing is 
considered to be “present throughout the 
economy, but usually to a relatively minor 
degree, and thus may frequently not be 
incorporated into the analysis.” 

The theoretical soundness of the method 
described, and what is perhaps more im- 
portant, its practical usefulness, hinge en- 
tirely on the validity of the authors’ as- 
sumption that capital rationing is in most 
cases nonexistent in the business world. 
If it is true that unlimited funds are 
available at the “cost of capital,” the 
method described will give a reasonable 
solution to the capital budgeting problem. 
However, if investment funds are limited 
in any time period, use of the approach 
suggested is likely to exhaust the com- 
pany’s funds while many projects are still 
undone and there is no guarantee that 
these projects would not pay a substan- 
tially higher rate of return than those al- 
ready undertaken. In this situation the 
approach outlined thus becomes com- 
pletely inadequate. 

Even a cursory survey of industry would 
surely serve to demonstrate to the authors 
that the capital budgeting problem facing 


the financial executive is how to budget 
limited funds among many investment op- 
portunities, these in total in any single 
time period substantially exceeding the 
funds the firm has available for capital 
investment. This situation arises because 
for many firms the cost of capital is not a 
smoothly rising curve as more and more 
funds are acquired but something which 
stays quite constant for normal acquisition 
of funds. However, beyond this level the 
cost of capital shoots up to near infinity 
for any additional acquisition. A variety 
of situations can create this condition, one 
of the most common being a decision on 
the part of management not to do any 
additional financing at this time. Conse- 
quently, the typical capital budgeting 
problem becomes one of getting the lim- 
ited funds available at nominal cost allo- 
cated to the opportunities showing the 
highest expected rate of return. Use of a 
discount rate far above the firm’s nominal 
cost of capital will usually be required to 
effect this. 

In summary, although this is an inter- 
esting book covering, often in an intrigu- 
ing way, most of the topics one would 
expect to find covered in a work on cap- 
ital budgeting, it is hardly likely to be a 
very valuable aid to the business executive 
for whom it is evidently primarily in- 
tended. A good deal of the material pre- 
sented is obviously too theoretical to be of 
more than passing interest to him; and by 
assuming that capital rationing is the 
atypical situation, the authors have advo- 
cated a method of capital budgeting which 
will surely seem quite impractical to the 
typical executive to whom capital ration- 
ing is a routine condition. 


I. F. Kerru 
Chicago, Illinois 


—s 
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